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EXECUTIVE SUMMARY 

This report, which was commissioned by the Department of 
Finance as an input into the preparation of National Development 
Plan 2007-2013 (NDP), provides advice on priorities for public 
investment. The research team, led by the Economic and Social 
Research Institute (ESRI) considered investment priorities across a 
wide range of areas including transport: environment services; 
housing; education; health; childcare; R&D; and investment in 
human resources. 

Objectives and 
Approach

Research has shown the key role of human capital, knowledge 
and the stock of infrastructure in facilitating or driving economic 
growth. This report concentrates on areas where public investment 
is warranted because, if left to the private sector, the level of 
investment would be sub-optimal.  

The level and focus of public investment was considered at both 
the macroeconomic level (Chapters 4 and 5) as well as through 
detailed microeconomic analysis (Chapters 12 to 23). While a range 
of public objectives1 is considered in the individual microeconomic 
chapters, where appropriate their importance is reflected in the 
detailed analysis in Chapters 6 to 10. In many cases the objectives of 
public policy can be achieved not only through investment but also 
by putting in place other supporting measures (Chapter 11). Such 
accompanying measures would free up resources that can be used 
elsewhere, while simultaneously tackling the inefficient use of 
resources. 

By considering the contribution of all public investment to the 
broad objectives of policy within a comprehensive macroeconomic 
framework this approach ensures that the recommended 
investments are consistent with the aim of maintaining a sustainable 
budgetary position. This approach also supports the approach to 
national investment planning, where a single NDP is drawn up.  

MACROECONOMIC IMPLICATIONS 

The economic backdrop for this study is different from that of the 
study undertaken for the current NDP in 1999. Along with fast 
growth, a change in the sectoral composition of the economy is 
becoming increasingly evident with services becoming more 
important. At the same time, with globalisation the level of 
international competition in product markets has increased 

ix 

 
1For example, competitiveness, regional balance, social inclusion, environmental 
sustainability, and the promotion of development on the island of Ireland. 
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significantly, not least because of the strong performance of 
emerging economies. While Ireland has continued to attract FDI, 
competition for such investment has also increased internationally. 
In this respect the loss of competitiveness that has occurred has had 
an increasing impact. Continued net immigration, while expanding 
the labour force, has resulted in significantly higher demand for 
housing and other infrastructure.  

The third National Development Plan is currently reaching 
completion. On the basis of all of the research undertaken to date, it 
is clear that the first three NDPs have made an essential 
contribution to the transformation of the Irish economy and society 
over the last fifteen years. Without the investment under successive 
NDPs the economy would have choked from lack of infrastructure, 
unemployment would still have been a serious social issue and the 
environment would be under much more serious pressure than is 
currently the case. The current NDP has greatly enhanced the 
economic and social infrastructure of the State with major benefits 
to economic development throughout all regions. The experience of 
the last three successful NDPs holds some important lessons for the 
future. 

While the overall strategy pursued under successive National 
Development Plans has been appropriate, with the benefit of 
hindsight some areas where improvements could have been made 
can be identified. Thus, the level of investment, especially in 
transport under the second NDP (1994 to 1999), was not 
sufficiently ambitious. The level of investment in physical 
infrastructure in the current NDP was ramped up too rapidly with 
significant inflationary consequences for construction as well as 
project management difficulties (although the inflationary 
consequences have moderated over the period of the Plan and there 
have been significant improvements in project management in 
recent years). In addition, the recommended supporting measures 
(e.g. pricing of access to infrastructure), which were aimed at 
obtaining best use out of the new infrastructure, have generally not 
been implemented. This has reduced the albeit high rate of return 
below what might otherwise have been obtained.  

For the next NDP the strategy remains rather similar to that 
identified in the Mid-Term Evaluation of the current NDP. There is a 
need to complete the investment in the major primary roads as soon 
as possible. To provide for sustainable economic development over 
the coming decades there is a need to invest effectively in public 
transport serving major urban areas, especially Dublin. Investment 
in R&D and human capital also remains an important priority. With 
the achievement of compliance with the EU urban waste water 
directive the report recommends that there can be some slowdown 
in investment in that area in the next NDP. Generally, with the 
economy operating at close to capacity the authors also believe that 
direct supports for the business sector ranging from manufacturing 
to tourism and agriculture should be phased out.  
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A summary of the recommendations is shown in Table 1. These 
recommendations are further outlined under the separate micro area 
headings below.  
Table 1: “Recommended” NDP Central Government Capital 

Expenditure, € Millions 

  
2007-2013, Annual 

Average at 2006 Prices 

 2006 Recommended 
Transport 2,555 3,374 
Housing 1,245 1,133 
Public Administration 1,029 1,125 
Health 645 721 
Education 684 858 
Enterprise Sector 601 521 
Agriculture 214 174 
Environment 590 497 
Total 7,563 8,403 

 
The analysis contained in Chapter 5 suggests that in the long run 

this proposed investment would raise the capacity level of GNP by 
at least two percentage points and possibly even three percentage 
points above the level it would be without such investment. The 
analysis also suggests that the rate of return to the State on the 
investment would be quite high, fully justifying the very substantial 
commitment of resources. 

While there is a high rate of return to efficient investment the 
results presented in Chapter 5 also suggest that the economy will 
have difficulty delivering the much needed investment at a 
reasonable cost. While the funding may be there to close the 
infrastructure gap rapidly, the economy does not have the ability to 
produce all the necessary infrastructure over the period to 2013 
without squeezing out other important economic activity. This 
means that any attempt to close the gap too rapidly will seriously 
raise the cost of the investment, reducing the potential rate of 
return. 

There are two possible responses to this constraint: 
1. Given the likely long-term importance of the proposed 

infrastructure the best approach would be to use the tax 
system specifically to reduce private sector demand for the 
output of the building sector allowing the public sector to 
buy the necessary infrastructure at reasonable cost.  

2. The alternative approach, which is assumed in this report, 
would see the start up of some major projects being 
postponed by a year or two. This would delay the benefits 
that would undoubtedly accrue from any investment 
projects that are delayed. The counterpart to this delay 
would, in the view of the authors, be significantly lower 
costs for the economy in delivering the investment. 

As the first of these approaches (tightening fiscal policy) may not 
prove generally acceptable, the approach adopted in this report is to 
recommend an NDP for the 2007 to 2013 period that, while still 
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very ambitious, would be significantly below that envisaged in the 
multi-annual capital investment framework (MACIF) published as 
part of Budget 2006. This also implies that the government should 
run a surplus due to a postponement of some investment which will 
be available post-2010 to finance the higher investment programme 
even if the public finances had been hit by an economic slowdown. 

In terms of prioritisation, the analysis suggests that there will be 
fewer constraints in delivering on the necessary investment in 
human capital than there will be in the case for investment requiring 
building and construction. For the infrastructural investment it will 
be very important to undertake the necessary cost-benefit studies to 
allow the prioritisation of different projects. This will be especially 
important in the case of the transport investment to ensure that very 
large projects are correctly sequenced to produce the maximum 
return to the economy and to minimise the direct and the indirect 
costs of delivery. 

 
 

NATIONAL SPATIAL STRATEGY Complementary 
Objectives The next NDP will play an important role in the successful 

implementation of the National Spatial Strategy (NSS). While the 
Mid-Term Evaluation found that the current NDP contributed 
positively to achieving more balanced regional development, links to 
the NSS were poor, it was prepared well before the NSS. Going 
forward it is essential that the next NDP be targeted explicitly at 
implementing the NSS. The key objective of the NSS, to build 
critical mass in the gateways and hubs, remains as important now as 
in 2002. 

Achieving the goals of the NSS requires two actions.  
1. Strong planning needs to be implemented at the national, 

regional and local levels. This must work to increase 
densities, while not restricting the supply of development 
land, which would also facilitate some of the major public 
transport projects planned.  

2. Project selection throughout the NDP must reflect the 
NSS priorities. This relates to all programmes and 
measures and not just to the infrastructural programmes. 

Among the specific measures recommended the report suggests 
a special NSS measure to incentivise the gateways and hubs by 
allocating funding to innovative projects that link a number of 
different investment areas or foster collaboration between key 
authorities. 

EQUALITY & SOCIAL INCLUSION 

While the next National Anti-Poverty strategy (NAP inclusion), 
which is being prepared in parallel with the NDP, will be central to 
the Government’s strategy to deal with social exclusion over the 
medium term, given the wide remit of the next NDP and the longer 
period over which it will be in operation, it must also reflect the 
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NAP inclusion goals. Steps need to be taken to improve the 
targeting and monitoring of these measures.  

Given the growth of a sizeable immigrant community it will be 
important to ensure that this community will be properly integrated 
into the wider society.  

ENVIRONMENT 

Given the huge scope of economic activity covered by the NDP it 
will have a wide-ranging impact on the environment. The channels 
through which it will impact on different environmental media 
(water, air etc.) are many.  

The cost-benefit analysis that we recommend on an integrated 
basis for the proposed public transport network for Dublin should 
include the environmental effects of the investment. The 
introduction of appropriate congestion pricing in the long term 
would have important environmental benefits as well as producing 
much more efficient use of costly transport infrastructure. The next 
plan will be framed in the context of the Water Framework 
Directive and it must take account of the likely growth in population 
over the coming fifteen years. While not a major factor in 
expenditure under the NDP, the problem of minimising the 
generation of solid waste and of disposing of it in an 
environmentally satisfactory manner has featured in the current 
NDP and should be a feature of the next NDP.  

Overall, there is a need on the part of the NDP to facilitate more 
environmentally sustainable development through the promotion of 
denser development around the new public infrastructure network.  

NORTH-SOUTH 

Given the island location and small relative scale of the Irish 
economy significant economic benefit can be derived from forging 
stronger links between Ireland and Northern Ireland. Such links also 
support the positive political developments following the Good 
Friday Agreement. Already strong links exist in the areas of 
transport and energy. There is significant scope to further 
strengthen these links through the development of an all Ireland 
electricity market, and sufficient interconnection between the 
existing transport and energy systems, which will have benefits both 
North and South. In considering the priorities for the next NDP it is 
important to match up the areas that will benefit from an All-Island 
approach and to consider how the current Investment Strategy for 
Northern Ireland (ISNI) reflects these needs.  

LISBON 

The next NDP will build on what has been achieved so far in order 
to consolidate and improve competitiveness and thereby contribute 
to the achievement of the Lisbon Strategy. By enhancing the 
productive capacity of the economy, and especially by addressing 
key constraints, the next NDP can increase sustainable economic 
and employment growth.  
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ACCOMPANYING MEASURES 

If the NDP is to address the infrastructural needs of the economy 
effectively a series of supporting measures will be required. Some of 
these measures were identified in previous reports but have not yet 
been fully implemented. The success of the next NDP will 
necessitate closer attention being paid to such measures if the best 
results are to be obtained from the huge planned investment 
programme. The list of desirable accompanying policy components 
includes: 

• Correct pricing. 
• Timely delivery.  
• Integration with land-use planning. 
• Regulation. 
• Resource allocation and management. 
• Project Selection Criteria, efficient management. 

 
These issues are covered in detail in Chapter 11. 
 
 

TRANSPORT Microeconomic 
Priorities Transport remains the highest priority for infrastructural investment. 

This reflects the strong increase in the demand for transport, which, 
despite significant progress in expanding the transport capacity, has 
resulted in increasing congestion. The evidence suggests that the 
return to transport investment, and particularly roads, remains high. 
It is, however, important to note that in the absence of proper 
pricing the market will not result in an efficient level of demand, 
which would result in calls for a continued high level of investment 
into the foreseeable future. 

Specifically, we recommend that the priority accorded in 
Transport 21 to the completion of the National Primary route system 
to standards adequate for predicted traffic volumes be maintained. 
We propose a reprioritisation of the proposals contained in Transport 
21 in relation to the National Secondary roads, which would better 
accord with the NSS and that consideration be given to the transfer 
to the Department of Transport and the NRA of responsibility for 
the more strategic busier non-national routes. 

Fixed line rail projects, including suburban fixed rail projects, 
need to be thoroughly evaluated considering the potential of all 
public transport modes as well as incorporating network effects. 
Provided projects pass these evaluations a high priority is accorded 
to them. In this respect it is important to note that the international 
evidence suggests that on inter-urban routes rail investment tends to 
have a lower return than roads investment.  

In order to achieve integration across the different modes, 
including integrated ticketing, we recommend the relevant assets of 
the Dublin transport network should be transferred to a single 
holding company. This should include both the rail network and the 
bus network. 
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Finally, port and airport infrastructure should continue to be 
funded on a commercial basis.  

HOUSING 

Social and affordable housing remains an important component of 
the NDP. Nevertheless, our recommendations suggest that, given 
the limited capacity of the construction sector, in the absence of 
measures that reduce the private demand for construction output, 
expenditure in this area should be reduced.2 The unprecedented 
level of expenditure on housing gives cause for concern over the 
dependence of the economy on the housing market.  

There is also concern about the value for money obtained by the 
expenditure incurred. In this respect we recommend a rationalisation 
of schemes, a focus on achieving a better tenure mix through the 
use of the private rented sector and the use of public private 
partnerships in urban areas for regenerating local authority housing 
estates and improving the quality of the existing local authority and 
social housing stock. Furthermore, the value of housing units sold 
under the tenant purchase scheme should reflect more closely the 
market value.  

The spend on social rented accommodation by the voluntary 
housing sector should be maintained, given its focus on providing 
rented accommodation for key groups with special housing needs 
(the elderly, the disabled and the homeless) and the Rental 
Accommodation Scheme (RAS) should be implemented as soon as 
possible.  

Finally, the housing supply provisions under Part V should be 
reviewed in order to ensure that they are working efficiently and 
effectively and that they are not holding up the delivery of housing 
supply.  

WATER 

With regard to water and waste water services, the implications of 
global warming for water abstraction capacity needs to be 
considered and the projected economic and population growth also 
needs to be accommodated by investment going forward. The 
assessment of the authors is that compliance with EU directive is at 
this point very high which means that additional investment needed 
to fully comply is limited. Furthermore, development levies will 
make a substantial contribution towards the investment needed to 
accommodate an increased population. The provision of 
infrastructure in the absence of efficient markets risks over-
investment. In the absence of water charges for households, excess 
demand for water will continue, thus resulting in the need for 
capacity expansion. 

 
2 As indicated above, if measures were taken to reduce private sector demand, then 
this cutback would not be necessary and a better balance between private and social 
housing could be achieved. 
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Overall, we accord high importance to water supply and the 
rehabilitation of infrastructure where we recommend an increase in 
expenditure. Given the high level of compliance, a lower priority is 
accorded to waste water treatment where we consequently 
recommend a reduction in public expenditure. Similarly, since 
substantial progress has been made on rural water, the investment 
needed going forward can be reduced. 

WASTE 

As there is now a much-reduced role for central Government 
funding of waste management services, our recommendations here 
are limited. There is a momentum building up in the sector in terms 
of increased diversion of waste from landfill and the delivery of new 
infrastructure, and this should continue without the need for direct 
Government intervention. The aim should be to facilitate the 
emergence of a commercialised, economically efficient and 
environmentally responsible waste management sector, not 
necessarily totally privatised, but exposed to competitive pressures. 
With environmental externalities internalised (via EPA regulations 
and enforcement, the landfill levy, and possibly an incineration levy), 
there should in theory be no need for further public subvention of 
recycling, composting or related activities. As a significant 
proportion of waste is unaccounted for, increased resources should 
be made available for enforcement. 

ENERGY 

All of the investment in energy infrastructure should be delivered on 
a commercial basis without any requirement for finance by the 
taxpayer. The general principle should be that consumers of energy 
should pay the full economic cost (including negative environmental 
externalities) of energy. Ireland does not have a comparative 
advantage in energy. To subsidise energy consumption in any way 
would lead to an inefficient use of resources encouraging business to 
expand into areas where the cost of production in Ireland is higher 
than elsewhere, moving the economy away from the sectors where 
Ireland’s long-term competitive advantage lies. 

TELECOMMUNICATIONS 

While public intervention would not normally be warranted in this 
sector the State has an important role as regulator of the sector, 
especially where there are monopoly elements to the provision of 
infrastructure. The provision of broadband infrastructure by the 
private sector may be slow in more remote parts of the country, 
reflecting the more limited market and hence lower potential to 
make profits. In such cases there is a potential market failure, which 
once properly identified, provide a rationale for public intervention. 
The fact that a particular area does not have broadband access is in 
itself not sufficient to warrant intervention if there is no local 
demand for that service.  
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HUMAN RESOURCES 

The expansion in educational participation, at both second and third 
level, has been one of the main factors underlying Ireland’s rapid 
economic growth during the 1990s. Forecasts of future skill needs 
emphasise the need for continued investment in human capital, and 
the continuation of high demand for higher education graduates. 
Most studies indicate that early childhood education brings enduring 
benefits in terms of better school outcomes and enhanced social 
skills in later life. However, Ireland is below average and lags well 
behind the leading countries in the proportion of 3-5 year olds in 
pre-primary education.   

Enhancing productivity in the future will require additional 
investment in research and development and in the expansion of 
tertiary education, at undergraduate as well as post-graduate levels.   

Investment in programmes to counter social disadvantage and 
poor educational achievement has a high social return. Currently, 
just under one-fifth of young people leave school without having 
completed the upper secondary cycle, as discussed below.  This is an 
unacceptable wastage of human resources and it should become a 
core objective of the second-level system that every student should 
complete either a Leaving Certificate or its equivalent.  

Investment in higher education is essential to support the 
development of an economy based on learning and innovation. The 
two priorities in higher education are (1) to maintain a strong stream 
of well educated graduates to fill technical and managerial positions 
in the labour market and; (2) to support the growth of research in 
higher education institutes, with strong linkages to the private sector.  
These priorities are reflected in the recommended commitment of 
greater resources to higher education and in providing ongoing 
support for research. Furthermore, an additional complementary 
priority is to widen access to higher education.   

Ireland falls well below the leading countries in investment in the 
ongoing training of employed workers. This, combined with the 
prospective decline in the new entrants to the labour force, suggests 
the need for increased investment in continuing education and 
training. There is a strong argument for targeting public investment 
in continuing education and training on the lower skilled, because 
they are less likely to participate on the basis of their own resources, 
and upgrading the skills of the low skilled has the potential to meet 
skill shortages.   

An increase in investment in capital infrastructure is needed to 
improve standards and accommodate increased numbers of 
students. 

RESEARCH AND DEVELOPMENT 

Research and Development needs to play an increasing role if 
Ireland is to maintain or even improve its competitive position. 
Therefore, we recommend a substantial increase in the resources 
devoted to investment in R&D. Our recommendations reflect the 
aspirations of the Enterprise Strategy Group (ESG) and 
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Interdepartmental Committee on R&D, which themselves reflect 
the wider aspirations of the EU Lisbon Agenda. Building on 
investment to date, the aim is to achieve a step change in the level of 
R&D investment in Ireland over the period of the NDP 2007-2013, 
and the measures we are suggesting are designed to support this 
aspiration.  

While the authors recommend a continuation of most of the 
current funding mechanisms for R&D and innovation implemented 
under the current NDP we highlight the need for a greater focus on 
commercialisation. Furthermore, in order to ensure the best projects 
get funding we recommend a reduction in funding for R&D ring 
fenced for particular sectors, while recognising that policy oriented 
R&D continues to be of high importance.  

HEALTH 

As in all developed countries, healthcare is an important area of 
Government intervention and the public sector is the major 
healthcare provider in Ireland. In order to determine investment 
needs it is important to identify future demand. In this respect a 
special study of the impact of demographic change on the need for 
acute hospital beds was carried out as part of this report. This study 
showed that assuming an 85 per cent occupancy rate, over the 
period 2007-2013 between 1,821 and 3,280 additional acute hospital 
beds are projected to be required.  

While assessing the need for other expenditure is very difficult 
due to the lack of data and an appropriate resource allocation model 
we recommend increased investment for additional non-acute 
facilities in order to support stated strategy with respect to care of 
the elderly, the disabled and individuals suffering from mental 
illness. Similarly, in the area of information technology a significant 
gap remains and further investment has the potential to increase 
efficiency in the sector. 

CHILDCARE  

State support for the provision of childcare is relatively new in 
Ireland, having begun to emerge only in the 1990s. However, 
childcare is now increasingly thought of as an element within the 
context of providing for ‘early childhood care and education’. This 
report estimates that 50,000 additional places would seem to be a 
reasonable level of provision for new State-supported childcare 
places. For the period 2010-2013, the focus would need to be 
broadened to take account of the need to improve and expand early 
childhood education. Additional infrastructure support would be 
needed to adapt existing school buildings, where possible, and 
provide non-school based places.   

PRODUCTIVE SECTOR 

In an economic climate of full employment and overheating of some 
sectors it is difficult to justify significant intervention in the 
productive sector. Rather than proposing significant direct 
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subsidisation of productive activities, we expect that the overall 
business environment will be significantly improved by the 
investments in the areas of infrastructure, education and training and 
research and development.  

In the past many of the supports have been aimed at sectors, 
which have underperformed and indeed are not expected to increase 
their share of national output. Such interventions can only be 
justified if they result in a restructuring of the sector, which 
improves competitiveness and ultimately the viability of the sector. 

Thus support to productive sector activities should be limited to 
areas of clear market failure and should be concentrated on the 
development of SMEs and for regional development purposes. 
There should be a shift from supporting underperforming industries 
towards enabling resources tied up in these industries to move to 
industries with better prospects.  

CULTURE & RECREATION 

Cultural and recreational facilities impact significantly on the quality 
of life and are, therefore, crucial in attracting and retaining skilled 
workers. Therefore, we recommend that some resources be devoted 
to this area of investment in the next NDP. Strategic planning in 
regard to the Sports Capital Programme and Swimming Pool 
Programme needs to be improved and, as far as possible, spending 
on this area should be delayed until an appropriate plan and 
information base is put in place. Expenditure on major arts facilities 
should be backed up by a longer-term plan ensuring sufficient 
demand and efficient management so as to maximise the return and 
the spatial distribution of investment should reflect the NSS.





1. INTRODUCTION 

As an input for the preparation of the next National Development 
Plan (NDP) for the period 2007 to 2013, the Department of Finance 
commissioned this study to identify investment priorities.  

1.1 
Objectives

In accordance with the terms of reference the primary focus of 
this study is on the priorities for investment in the areas of 
transport, environment services, housing, education, health, 
childcare and R&D and for investment in human resources in the 
education and training fields. However, the study takes a wider view 
of investment and, therefore, also considers investment areas not 
covered by the NDP, such as energy, communications, and the 
productive sector.  

As the choice of investment priorities crucially depends on the 
objectives that are to be achieved by the NDP, these form a central 
reference point for the analysis contained in this report. The key 
objective is to maintain national competitiveness within a sustainable 
economic and budgetary framework. The investment priorities 
should also reflect the aims of Government policy in relation to: 

• The EU Lisbon Process. 
• The National Spatial Strategy.  
• The All-Island Dimension. 
• Environmental Sustainability.  
• Social Inclusion.    
Ring fencing a small proportion of resources to investment 

specifically for the individual horizontal principals is unlikely to be 
successful. Rather, these goals can only be achieved if all 
investments are appropriately targeted. While this mainstreaming 
will go a long way in achieving the goals, some specific interventions 
may nevertheless be warranted.  

The aims of the NDP could be achieved through individual 
unconnected sectoral investment programmes. However, such an 
uncoordinated approach is unlikely to yield the best return due to 
the inability of this approach to consider the complex trade-offs 
between the numerous policy alternatives that are available to 
policy-makers. The approach followed by successive Irish 
Governments in preparing comprehensive National Development 
Plans therefore has the advantage of incorporating investments in 
different sectoral areas that complement each other.  

In determining the “appropriate” level of investment to facilitate 
economic growth the objective should be to maximise income 
(GNP) per head rather than merely maximising the level of GNP. 
This presents real issues for policy. More rapid growth in the 

1 
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absolute size of the economy would require significantly higher 
immigration than would otherwise be the case. Accommodating 
such a higher population would, in turn, require more infrastructural 
investment. 

While the overall budgetary situation may not give rise to 
significant concern, resources available for continued investment are 
not unlimited. The next National Development Plan will need to 
make best possible use of these scarce resources in providing for the 
needs of the economy and society well into the 21st century. The 
main aim of this study is to identify the priorities for investment 
over the period 2007 to 2013. An important aspect of this is to 
advise on the optimal way to achieve value for money, given that 
there has been some concern over inflation in the construction 
sector. 

In contrast to previous plans the bulk of the funding for 
investment under the NDP will come from domestic sources, both 
public and private, with only a fraction coming from the EU 
Community Support Framework (CSF). While this might reduce the 
bureaucratic burden involved in drawing up and monitoring the next 
NDP it should not change the general approach to investment 
planning that was required for CSF. The central aim of the 
Structural Funds is to improve the economic structure of the 
recipient country or region, rather than providing funding for 
conventional demand side stabilisation programmes. In an ever-
changing world this focus continues to be relevant.  

The CSF introduced a number of innovations in the process of 
investment planning and implementation, which constitute an added 
benefit apart from the investment. For example, the long-term 
approach to planning investment has led to the introduction of 
multi-annual budgeting through the public capital programme. The 
commitment of successive governments to the NDP process 
reflects the extent to which this approach to investment has become 
part of the Irish policy framework. Other important process 
innovations such as the requirement for comprehensive monitoring 
and evaluation should also be continued in order to ensure that the 
public resources are put to the best possible use. 
 
 Very substantial resources both private and public have been 
allocated to investment in Ireland over recent years. A significantly 
larger proportion of Irish national income has been devoted to 
investment than in other countries that enjoy a similar living 
standard, and was therefore not available for consumption. The 
current NDP has contributed significantly to addressing the 
infrastructure deficits, which had become apparent in the course of 
the 1990s. The NDP has also had a substantial positive impact on 
the Irish economy through non-infrastructural investments, 
particularly in human resources and research and development 
(R&D), which have expanded the capacity of the economy. Given 
the very substantial investment to-date, and the changing domestic 

1.2 
Progress 
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and international conditions, it is important to consider carefully the 
investment priorities for the forthcoming planning period.  

Ireland has achieved exceptionally high economic growth rates 
for more than a decade. The highest annual growth rates of the 
1990s are unlikely to be reached again as both domestic and 
international conditions are no longer as favourable as they were. 
EU enlargement and increasing globalisation mean that Ireland faces 
strong competitive pressures. In order to face up to this challenge, 
inflationary tendencies must be reduced and infrastructure gaps 
filled. Furthermore, in order to boost the competitive position, 
continued investments in education and research and development 
(R&D) are required. 

The medium-term prospects for the Irish economy are likely to 
involve significant differences in the prospects for growth across the 
different sectors of the economy. The major contributor to growth 
in employment, including skilled employment, will be the market 
services sector. The high-technology manufacturing sector, while 
growing more slowly than over the last decade, will still make an 
important contribution. However, the prospects for output growth 
in the agriculture, fishing and the food processing sectors will be 
limited. This shift in the sectoral structure will increase the need for 
investment in human capital and R&D. 

Along with the economic success, the demographic situation has 
also changed substantially. While Ireland experienced significant net 
emigration during the 1980s, this trend was reversed in the 1990s so 
that there is now substantial net immigration into the country. 
Indeed, continued population growth is projected for the 
foreseeable future. Population growth and increased prosperity have 
resulted in exceptional demand for housing, which has initiated a 
building boom, so that Ireland is currently experiencing the highest 
rate of construction of dwellings (per head) of the EU. This in turn 
is putting major strain on environmental services and urban 
infrastructure.  

The very favourable age structure of the 1990s will gradually be 
eroded as the population ages, implying increasing age dependence 
over time. The size of the adult population has grown, allowing for 
an increase of employment, but also resulting in demand for housing 
and transport. Due to the size of the female population of child-
bearing age, the number of young children will increase over the 
coming years, implying increased demand for childcare and 
education. 

Employment has grown substantially, by 860,000 since 1990, and 
the unemployment rates remain at historically low levels. The rapid 
growth in the economy is leading to capacity constraints for example 
in the energy and water supply sectors, while the changing nature of 
employment and lifestyles also require major new investment in 
communications. The increased priority being attached to 
environmental objectives in Ireland and in the EU, such as global 
warming, will further accelerate the investment needs of the energy 
sector.  
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Significant improvements in the educational system have resulted 
in increasing educational attainment rates. Despite this increase in 
average attainment rates, the proportion of pupils leaving school 
without any formal qualifications has persisted at a constant level for 
more than a decade. There also remain a large number of men and 
women in the mid-30 to 50s age group, who have not acquired the 
skills needed for a modern economy. This group of individuals is 
particularly disadvantaged in the modern labour market and they 
account for a disproportionate share of the long-term unemployed. 
Furthermore, the changing nature of a modern economy requires a 
flexible labour force that continues to up-skill through lifelong 
learning. 
 
 The approach chosen for this study is reflected in the layout of 
this report. First, in order to identify the economic rationale for 
public investment a substantial body of literature is reviewed in 
Chapter 2. This review highlights the role of investments that 
increase human capital, knowledge and the stock of infrastructure as 
key drivers of economic growth. Furthermore, the economic 
literature suggests that public investment is only warranted in areas 
where, if left to the private sector, the level of investment would be 
sub-optimal. Chapter 3 briefly outlines that methodology employed 
in this study. 

1.3 
Outline of this 

Report

A central aspect of this study is the analysis of the overall impact 
of the proposed investment package at the macroeconomic level. 
Chapter 4 considers the macroeconomic background including the 
medium-term outlook for the Irish economy including the external 
environment and demographic projections. Since the next NDP will 
build on previous NDP’s it is also important to assess the 
appropriateness of previous plans. This analysis is carried out in 
Chapter 5, which also considers the macroeconomic impact of the 
proposed investment package.  

While the public objectives such as implementing the National 
Spatial Strategy (NSS), environmental sustainability, social inclusion, 
implementing the Lisbon Strategy and enhancing North-South co-
operation are considered where appropriate in the individual 
microeconomic chapters, their importance and overarching nature 
required a special analysis which helped inform the wider analysis 
contained in this report (Chapters 6 to 10). 

While this report is centrally concerned with public investment is 
has to be recognised that a desired outcome can often be achieved at 
no costs through the implementation of other measures, which are 
considered in Chapter 11. For example, the efficient use of 
infrastructure is only guaranteed if the correct price signals are there 
to guide consumers. In many cases the appropriate pricing 
mechanisms are not in place, which results in excess usage (e.g. 
congestion), which could be solved through the provision of 
additional infrastructure or by putting the correct pricing 
mechanisms in place. Thus, such accompanying measures are 
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important in that they free up resources that can be used elsewhere 
while simultaneously tackling the inefficient use of resources. 

Finally, a detailed analysis of investment priorities at the micro-
level is contained in Chapters 12 to 23. These consider investments 
at a more detailed programme or measure level, drawing significantly 
on the analysis contained in previous evaluations and considering 
new micro-level evidence. Specifically the following investment 
areas are considered: 
Chapter 12.  Transport Infrastructure 
Chapter 13.  Housing 
Chapter 14.  Water and Waste Water Infrastructure 
Chapter 15.  Waste Infrastructure 
Chapter 16.  Energy 
Chapter 17.  Telecommunications 
Chapter 18.  Human Resources 
Chapter 19.  Research and Development 
Chapter 20.  Productive Sector 
Chapter 21.  Health 
Chapter 22.  Childcare 
Chapter 23.  Sports and Arts 
 
 
 
 
 



2. BACKGROUND 
ANALYSIS 

This study draws on a range of research, and is informed by 
changes in the economic environment and major policy 
development. It is, therefore, important to review this literature 
before progressing to the detailed macroeconomic and 
microeconomic analysis that was conducted to consider investment 
priorities.  
 
 To start with it is useful to consider what the functions of 
Government are. In doing so the relevance of public intervention in 
investment programmes can be identified. The role of Government 
has been subject to substantial philosophical and political discourse. 
However, the brief discussion here is not aimed at deciding the best 
economic system but takes as given the fact that Ireland is a modern 
open market economy. In this context there is little debate about the 
functions of Government in general, but considerable debate about 
the importance of the different functions of Government and the 
most appropriate policies to fulfil these functions.  

2.1 
The Role of 

Government

Musgrave (1959), identified stabilisation, allocation and 
redistribution as the functions of Government. Stabilisation refers to 
the fact that economies are subject to cycles and thus are unlikely to 
have stable and high levels of output, employment and stable prices 
at all time. At either extreme of a cycle the economy is subject to 
inefficiencies through the under- or over-utilisation of resources. 
Thus, Musgrave (1959) argued that Government should intervene 
and stabilise the economy to reduce the amplitude of the economic 
cycle. This function, which is of course central to Keynesian 
economics, is relevant to national development planning in that 
large investment plans due to the size of expenditure can have a 
significant effect on the economy and thereby smooth out a cycle or 
exaggerate it.  

Markets may not allocate resources efficiently due to market 
failures and externalities. If mechanisms for private agents to rectify 
these market failures or to internalise the externalities do not exist, 
which is usually the case, Government should intervene in order to 
achieve an efficient allocation of resources.  

Externalities are particularly associated with public goods. A pure 
public good is a good or service, which if supplied to one person is 

6 
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still available to another person.3 Many infrastructures are public 
goods even if they may not be pure public good as their 
consumption could be prevented. For example, public road 
infrastructure allows all road users access. One feature of public 
goods that is particularly relevant is that the market is unlikely to 
supply the optimal level of public goods, because the benefits of 
their provision will typically be underestimated. Only Government 
intervention will ensure the optimal outcome. This is particularly 
important for productive infrastructures and other investments that 
have a strong influence on national performance. 

Apart from public goods, the actions of agents in the course of 
their activities, can also have externalities. For example, the use of 
motor vehicles causes emissions, which have a negative impact on 
air quality. Since air is needed not only by motor vehicle users these 
impose the externality of poor air quality on others. While, such 
externalities could be mediated through the courts as argued by 
Coase (1960), such mediation may be difficult, requiring 
Government intervention. However, once a mechanism for 
internalising the externalities exists there is no reason for 
Government to get involved, other than to ensure that these 
mechanisms are indeed used. 

Clearly there are two types of actions that Government can use 
to ensure the efficient allocation of resources. First, Government 
can provide the public goods directly, thereby ensuring that the 
optimal amount of public goods is available. Second, Government 
can enact laws or impose regulations, which force the market to 
produce an efficient outcome. For example, river quality can be 
protected by publicly provided sewerage facilities, or laws to prevent 
effluent discharges can be enacted and enforced requiring industry 
and households to pay for the provision of such infrastructures. The 
latter is preferable, since public provision has to be financed through 
taxes and, ceteris paribus, higher taxes impact negatively on growth. 

Another area where Government intervention in the allocation 
of resources may be warranted is in the area of merit goods. Merit 
goods are goods that are seen to be beneficial to society and should 
therefore be consumed by everyone. If consumers are not willing to 
purchase the merit good then they should be compelled or 
encouraged to do so. In general low consumption of a merit good is 
due to information gaps, which may be usefully addressed by 
Government. 

Finally, the redistribution function refers to the possibility that 
without Government there is unlikely to be an equitable distribution 
of income and resources. The distribution of income is likely to be 
inequitable since this depends on the ownership of resources as well 
as the structure of the economy and these will only yield an 
equitable outcome by chance. Again, inequalities can be tackled in a 
number of ways. The conventional approach is to redistribute some 
 
3 This implies that a public good is non-rival in consumption and non-excludable, 
i.e. the provision of the public good means it is available to everyone (see Cornes 
and Sandler, 1996). 
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resources through the social welfare system from the rich to the 
poor. This approach while dealing with the symptoms of inequity by 
reducing it through social welfare payments does not deal with the 
root causes of inequity. To deal with these, direct measures are 
necessary. Since such measures have long-run benefits they can be 
considered an important investment and their inclusion in a 
National Development Plan (NDP) is therefore justified. In this 
respect measures that foster equality of opportunity and enable 
individuals to take the available opportunities are particularly 
warranted. On the other hand redistributive schemes, which do not 
tackle the root causes of inequity should not be part of an NDP but 
rather left to the social welfare system. 
 
 While the main findings of the international literature on growth 
and development are well known, it is useful to briefly review this 
literature, since growth in this literature tends to be related to the 
accumulation of capital, both physical e.g. infrastructure and 
intellectual human capital, knowledge and innovation. Furthermore, 
the literature highlights the role of factors that determine the ease 
with which capital accumulation can take place e.g. availability of 
finance, social capital and factors that affect the return to capital 
such as trade openness. The brief review provides some guidance on 
the relative importance of different mechanisms in the growth 
process.  

2.2 
Growth Theory

The factors that determine the growth of an economy have been 
amongst the most central research topics in economics. While 
economists have put forward theories of growth for at least two 
hundred years most advances have occurred in two more recent 
periods. In the immediate period following World War II neo-
classical models were formalised into mathematical models, while 
over the 1980s and 1990s new more advanced models were 
developed that have become known as endogenous growth models. 

The Solow-Swan growth model (see Solow, 1956) is a model 
where technological progress is exogenous and where returns to 
capital are diminishing. A key result of the model is that all 
economies will grow at the same “steady-state” rate in the long run 
where investment is just sufficient to maintain the existing capital 
stock. If countries have similar rates of technical progress, a lack of 
capital in under-developed regions or states implies higher returns in 
the short run. Thus, the model predicts convergence: the further a 
region is from its steady state, the faster it grows. Government 
policy can facilitate convergence by raising the stock of public 
capital. This increases productivity of private capital, pushes out the 
steady state potential output, and raises the growth rate (see, e.g. 
Arrow and Kurz, 1970). However, under this model policy does not 
have long-run impacts; it only speeds the convergence process. 

The major shortcoming of this older literature on economic 
growth is the fact that technical progress, which is the ultimate 
source of growth, could not be modelled and was therefore taken to 
be exogenous. Thus, the long-run growth rate in these models 
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depends just on the rate of exogenous technical progress and/or 
population growth, which is also exogenous. 

The recent endogenous growth theory has addressed the 
shortcomings of the earlier pioneering literature. In particular it has 
focused on how the limitations of diminishing returns could be 
overcome. These models have investigated how the accumulation of 
reproducible factors can affect growth (e.g. infrastructure, human 
capital or knowledge/innovation, specialisation, trade, financial 
intermediation and social capital). Clearly, it is these factors together 
that account for differences in growth rates between countries and 
there are important complementarities between them. 

R&D/INNOVATION 

The key driver of growth is technical progress that is to a large 
extent driven by research and development (R&D) activities. One 
approach to incorporating R&D into an economic growth model is 
to assume that innovations that result in new investment in plant 
and machinery increase the knowledge of the workforce as they 
‘learn by doing’ (see Romer, 1986). Thus, the knowledge of the 
workforce is a function of the capital stock. Since the state of 
knowledge is embodied in capital, which can be reproduced many 
times and is therefore available to all possible producers, it is in 
effect a public good. Thus, investment by individual producers 
generates an externality through an increase in this public good, 
which gives rise to increasing returns at the aggregate economy wide 
level. An alternative approach with similar results is to assume that 
R&D results in improvements in the quality of intermediate inputs 
(e.g. Aghion and Howitt, 1992; 1998).   

Romer (1990) derived a further model where R&D is subject to 
fixed costs and where the market structure is characterised by 
monopolistic competition. This model predicts that the rate of 
technical change is sensitive to the interest rate since research needs 
to be carried out now in order to yield technical progress in the 
future so the benefits of research do not accrue immediately. In this 
model research is carried out by individuals with high human capital 
and the stock of human capital generates growth, but in equilibrium 
there is not enough human capital, suggesting Government 
intervention is required. 

In another model (Ben-David and Loewy, 2000), the level of 
human capital in a country is determined by knowledge 
accumulation in that country and by knowledge accumulation in 
other countries. The impact of ‘foreign’ knowledge accumulation on 
the domestic economy depends on the ability of the domestic 
economy to access this knowledge, which is determined by trade. 
Higher levels of trade result in higher growth rates since this 
increases the spillover (externality) from foreign knowledge. Thus, 
investment in human capital has a higher return if the country is 
open to trade, which facilitates knowledge spillovers. This 
mechanism may be particularly appropriate in explaining the recent 
exceptional performance of the Irish economy. 
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HUMAN CAPITAL 

The role of human capital in stimulating growth has been studied 
widely. Human capital is of particular importance to growth and 
competitiveness since this type of capital can be viewed as an 
essential prerequisite to the adoption of the types of change induced 
by globalisation and new technologies and, therefore, is a key 
determinant of productivity. Two approaches of modelling the 
impact of human capital on growth have been utilised, which have 
very distinct implications for policy. 

Human capital can be acquired through education, learning-by-
doing or passed on between generations. If one considers a model 
where human capital has a direct effect on productivity and where 
the marginal product of human capital, that is the extra output 
produced by adding just one unit of human capital, does not 
diminish. In this situation the return to human capital remains 
positive regardless of the state of technology, then the growth of the 
stock of human capital turns out to be the key driver of growth and 
should therefore be pursued by policymakers This approach which 
was put forward by Lucas (1988) does not stand up to closer analysis 
as some of the assumptions made are unrealistic. This is most readily 
seen if one considers a manufacturing firm that uses particular 
machines to produce a product. If the workers in that firm are well 
trained so that they get the best out of the machinery they work 
with, acquiring additional skills is unlikely to result in more output 
being produced. Rather, the skills development would need to be 
complemented by changes in the machinery.  

A different approach is taken by Aghion and Howitt, (1992) who 
argue that human capital has an indirect impact by determining the 
ability to perform R&D, which results in technical progress. The 
more human capital is available the higher the level of technical 
progress and, therefore, the faster the growth rate. Thus, this 
approach results in scale effects so that large countries should grow 
faster since; other things being equal large countries possess a larger 
stock of human capital. This result would imply that a relatively 
small country like Ireland could not sustain high growth rates due to 
human capital development. Given the recent growth experience in 
Ireland and other smaller countries it is not surprising that this 
prediction is not supported by empirical research (see Jones, 1995; 
Cannon, 2000). 

While these approaches are quite different and have significantly 
different policy implications, they both provide a strong rationale for 
public intervention since in both cases the accumulation in human 
capital results in externalities.  

Despite the strong policy focus on the development of human 
capital, the empirical evidence at the macro level is not conclusive 
regarding the growth effects of human capital.  Thus, while studies 
by Benhabib and Spiegel (1994) and Pritchett (2001) find little 
evidence that human capital growth positively affects output growth, 
other studies (e.g. Temple, 1999 and Bassanini and Scarpetta, 2001) 
do find a correlation between the two. At least to some extent these 
conflicting results can be attributed to the difficulty in measuring 
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human capital (Hanushek and Kimko, 2000). In the empirical 
literature human capital has been proxied by the percentage of the 
population of school going age which takes part in second level 
education, the average years of schooling of the population, the 
pupil teacher ratio, expenditure in education and average test results. 
In contrast to the empirical macroeconomic literature there is a 
broad consensus in the empirical microeconomic literature that 
education has a positive and significant effect on individual earnings 
(see Ashenfelter, Harmon and Oosterbeek, 1999). 

At the micro-level there are a number of papers, which consider 
the return to education in Ireland.4 For example, Callan and 
Harmon (1999) found that an extra year of education increased 
earning by approximately 10 per cent. The Mid-Term Evaluation of the 
NDP (Fitz Gerald, McCarthy, Morgenroth and O’Connell, 2003) 
updated the results of Barrett, Fitz Gerald and Nolan (2002) who 
considered the return to different qualifications rather than years of 
schooling. Their results suggest that holding a university degree 
yields an 80 per cent increase in earnings compared to no 
qualifications, which clearly constitutes a significant return. 
Interestingly, this return has decreased from 100 per cent in 1994, 
which appears to be related to high-skilled immigration resulting in 
increased supply of skilled labour.  

This issue has also been investigated in a macroeconomic context 
by Bergin and Kearney (2004). They found that investment in 
human capital over the 1990s appears to have resulted in lower 
skilled wage rates than might otherwise have been the case since 
these investments increased the supply of skilled labour. Despite the 
dampening effect on high-skilled wages the rapidly rising demand 
for skilled labour meant that skilled wage rates did not fall and that 
they were still sufficient to attract high-skilled individuals through 
immigration, further increasing high-skilled labour supply. This 
improved the competitiveness of the economy. In addition, by 
reducing the supply of low skilled labour, low skilled wage rates 
were supported and the unemployment rate was greatly reduced. By 
turning unskilled labour into productive skilled labour the potential 
growth rate of the economy was enhanced. 

An interesting finding of this literature is that the dampening of 
high-skilled wages along with the introduction of the minimum wage 
has resulted in a reduction in earnings inequality and has, therefore, 
supported the equality and social inclusion horizontal principle of 
the NDP.  

INFRASTRUCTURE 

Despite the obvious excludability characteristic, public infrastructure 
is often put forward as the classic public good. If in addition to 
labour, capital, intermediate products and energy, public 
infrastructure is required for the production process, then the non-

 
4 See. Callan and Harmon (1999); Barrett, Callan and Nolan (1999a); Barrett, Callan 
and Nolan (1999b); Barrett, Fitz Gerald and Nolan (2002). 
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rival nature of infrastructure can result in constant or even 
increasing returns to scale in all inputs (Barro, 1990; Futagami et al., 
1993). The same unit of public infrastructure raises the marginal 
product of all private capital thus sustaining growth. However, as 
infrastructure is only non-rival to a degree, excess use, which results 
in congestion, reduces the overall growth stimulus provided by 
infrastructure. 

The most obvious way in which transport infrastructure impacts 
on the economy is by facilitating trade. Thus, infrastructure allows a 
firm to serve a larger market. This expansion of markets results in 
increased specialisation, which improves efficiency. Thus 
infrastructure can generate growth through these returns to 
specialisation (see Kelly, 1997). In this model growth is subject to 
threshold effects, requiring sufficient infrastructure before the 
benefits of the investment accrue. Transport infrastructure can 
reduce the cost of intermediate inputs into the production, which 
results in increased specialisation (Bougheas, Demetriades and 
Mamuneas, 2000). This model yields a non-monotonic relationship 
between infrastructure and long-run growth. An important finding 
of this model is that infrastructure accumulation is very productive if 
the tax rate is low and counter-productive if the tax rate is too high. 

Much of the recent literature on the effects of infrastructure on 
growth has focused on the estimation of the rate of return to 
infrastructure. A consensus is emerging that infrastructure has a 
positive impact on growth, but that this impact is more modest than 
had been put forward in early studies such as that by Aschauer 
(1989). Provided the infrastructure serves some productive purpose, 
the gross return should be positive. However, if one considers the 
alternative use to which the resources devoted to infrastructure 
could have been put the net return may be negative. This suggests 
that project selection is particularly important.  

The next NDP will comprise a substantial investment in 
infrastructure. Consequently, it is useful to summarise the 
substantial body of empirical research identifying the return to 
infrastructure. As the stock of infrastructure in Ireland is relatively 
low it is most useful to restrict the review of impacts to countries 
with lagging infrastructure which, given the above discussion, should 
have a higher return to network infrastructure. The empirical results 
for Ireland, Greece, Portugal, Spain and Italy utilising three different 
approaches are summarised in Figure 2.1. The impact of 
infrastructure on output and total factor productivity (TFP) would 
be expected to be positive, while infrastructure should decrease 
costs. The results support these theoretical predictions. For example, 
on average a 1 per cent increase in the stock of infrastructure raises 
output by 0.25 per cent. Alternatively a 1 per cent increase in 
infrastructure reduces costs by 0.19 per cent. The bands around the 
average elasticity suggest that the output elasticities are likely to 
range between zero and 0.6, while the cost elasticities tend to be 
smaller, not exceeding 0.5. 
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Figure 2.1: Physical Infrastructure: Average Elasticities and 
Confidence Intervals 
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Source: Bradley, Mitze, Morgenroth and Untiedt (2005). 
 

This crude meta-analysis supports the findings that were 
reported in the Mid-Term Evaluation of the NDP (see Fitz Gerald, Mc 
Carthy, Morgenroth and O’Connell, 2003). However, those findings 
distinguished different types of infrastructure and found that for 
some types of infrastructure, such as environmental infrastructure, 
the returns as measured through a production function were not 
significantly different from zero while those for roads infrastructure 
were positive and increasing. 

The return of infrastructure has almost exclusively been 
modelled in a conventional way where, as the stock of infrastructure 
increases, the return as measured by the marginal product declines.5 
This ignores the network aspect particularly of transport and 
telecommunications infrastructures. It is well known that in a 
network the piece of infrastructure that completes the network has 
the highest return because it improves the usefulness of all other 
infrastructure already in place.6 This would suggest that if one starts 
in a hypothetical situation where there is no network, the initial 
investment has a relatively low return since it cannot generate the 
full network externalities (Figure 2.2). On the other hand, the last 
piece of infrastructure that completes a network has a very high 
return. Once the network is complete adding additional 
infrastructure carries no return – only one well functioning network 
is needed (see also Fernald, 1999). This is particularly relevant to 
Ireland where, due to low levels of investment over a longer period, 
key network infrastructures such as a motorway network are 
underdeveloped. With substantial progress in the current NDP, 
investments that will be part of the next NDP are likely to largely 
complete the motorway network, so that this investment will have a 
particularly high return while subsequent investment in motorways 
 
5 An exception is the paper by Duggal, Saltzmann and Klein (1999) which allows 
for an S-shaped production function that is capable of representing not only long-
run production but also short-run production. 
6 This argument also points to the returns from integration of different transport 
modes. 
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is likely to have a lower return. This suggests that with regards to 
motorways at least investment should be scaled back after the 
network has been completed. 
Figure 2.2: Relationship Between Network Infrastructure Stock and 

Return of Adding to the Stock 

Return 

Stock of Infrastructure 
 

FINANCE 

If firms do not have access to finance they may be unable to invest 
as accumulating the resources to invest requires the investment to be 
in place. Thus, an important factor in the development of firms, and 
particularly start-up firms, is the role of financial intermediation (see 
the review by Pagano, 1993). Even if finance is available to firms, 
high interest rates can have a negative impact on investment in R&D 
and thus reduce growth. Government policy through the imposition 
of high reserve requirements, taxes or other regulation can also 
significantly reduce the fraction of savings that is funnelled into 
investment.  

Through their lending activities financial intermediaries play an 
important role in the allocation of capital. If they allocate resources 
to inefficient companies then growth is likely to be lower than if 
they allocated the capital to highly efficient firms. Risk plays an 
important role in the decision making of financial intermediaries. 
While the investments with the higher potential return also are often 
those with the higher risk, the presence of this high risk might result 
in an activity not securing funding. In general financial 
intermediaries through their portfolio can hedge the risk better than 
individuals, which implies that the more risky but potentially more 
productive investment is more likely to be undertaken by financial 
intermediaries thereby stimulating growth (Greenwood and 
Jovanovich, 1990; King and Levine, 1993a). 
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Empirically there is some support for the theoretical models. For 
example, King and Levine (1993b) find support for the link between 
financial development and growth in cross-country regressions using 
a range of indicators. However, one needs to be careful in 
interpreting such results since they ignore the peculiarities of the 
financial sectors of the individual countries (see Arestis and 
Demetriades, 1997). Furthermore, the causation is not always from 
finance to growth as pointed out in the work of Demetriades and 
Hussein (1996). 

TRADE 

As was outlined above, accumulation of transport infrastructure 
opens markets and the benefits of human capital are increased 
through knowledge transfers as a result of trade. Clearly, trade 
allows firms access to larger markets than their own domestic 
market and this may also, therefore, drive growth. Rivera-Batiz and 
Romer (1991) show in a simple model that if the mechanism that 
generates growth, e.g. R&D, is subject to increasing returns to scale 
then integration, by increasing the extent of the market, will lead to 
growth. Along similar lines, trade allows for a transfer of technology, 
which should lead to higher growth in countries that lag behind in 
terms of technological development. However, in models where 
such spillovers are limited geographically the general result is that 
the trade pattern after integration will be determined by initial 
conditions. Thus, countries that are ahead in their technological 
development end up dominating the market in these high-tech 
sectors and will grow faster, despite the fact that trade is welfare-
improving in all countries. A further implication of being locked 
into the low-tech sectors is that the returns to education drop and 
therefore the incentives for individuals to gain higher levels of 
education decline thus reinforcing the lagging nature of that 
economy (Saarenheimo, 1993). However, Government policy in the 
form of R&D subsidies can help change this outcome and allow a 
lagging country to become dominant in the high-tech sector 
(Grossman and Helpman, 1991). Of course, trade will also lead to 
increasing competition, which should reduce prices and improve 
efficiency.  

There is empirical evidence to support some of these models. 
For example, a study by Coe and Moghadam (1993) finds that a 
large proportion of the growth of the French economy was derived 
from the benefits of increasing integration and trade in the EU. 
However, one needs to interpret some of the empirical evidence 
carefully since the causation may also run from growth to trade and 
particularly exports. 

SOCIAL CAPITAL 

The context in which individuals make decisions is an important 
determinant of the type of investment decision that will be made. 
The institutional framework, the rule of law, absence of corruption, 
the existence of trust among individuals etc., which might be 
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summarised by the term social capital, are also important. Zak and 
Knack (2001) show that in an environment where there is little trust 
investment will be lower, which will reduce growth. In this literature 
social capital affects the development of all other types of capital 
mentioned above. Overall, there appears to be empirical support for 
the notion that social capital matters (see, Knack and Keefer, 1997; 
Zak and Knack, 2001; Hall and Jones, 1999). Consequently, 
Government can play an important role by ensuring that the aspects 
of social capital, which are under its control such as the rule of law 
and absence of corruption are promoted. 
 
 While the role of location and space had not been a central theme 
of economic research, it has become a popular research area over 
the last decade and a half. Economic geography models are not only 
relevant for regional development within Ireland but also for Ireland 
as a whole since the country could be seen as a region of Europe. 

2.3 
Economic 

Geography 

The advances in economic geography, as elaborated by 
economists, show that there are forces that foster agglomeration and 
those that foster dispersion. In the basic new economic geography 
models (e.g. Krugman 1980 and Brander and Krugman, 1983) 
increasing returns arise out of the increase in the variety of goods 
rather than due to spillovers. Other than having a two region 
structure, geography is introduced into the model through transport 
costs. These have the effect that countries/regions will export the 
goods for which there is a large domestic demand. A larger domestic 
market allows firms to produce at a lower cost, which means that 
their exports are also cheaper after transport costs have been added 
than when domestic demand is low.  Thus, the assumption of 
increasing returns in conjunction with transport costs gives rise to a 
‘home market effect’. 

With labour mobility between countries/regions an interesting 
result emerges. If there are just two types of workers, agricultural 
workers and manufacturing workers then, agricultural workers are 
immobile, as they cannot move their land. Manufacturing workers 
choose to live in the region where their real wage is highest, which 
in turn depends on the transport costs, the initial share of 
manufacturing, and returns to scale. For example, if transport costs 
are low, a region with a slightly higher starting population will attract 
manufacturing firms due to increasing returns provided these are 
sufficient to outweigh the transport costs incurred in serving the 
smaller market. This will also result in lower prices for consumption 
goods in that region which will attract more workers which further 
reinforces the agglomeration process in manufacturing. Thus these 
models can explain a core-periphery distribution of economic 
activity and point to a process of cumulative causation 
(vicious/virtuous circle), which locks regions into a particular 
development pattern in the absence of effective policies. 

A phenomenon that has been observed in a number of countries 
including Ireland is a pattern of divergence between regions within a 
country while the country as a whole is converging. Giannetti (2002) 



      BACKGROUND ANALYSIS 17 

in an interesting paper seeks to explain this phenomenon. In this 
model of two countries, each with two regions and two sectors, the 
high-tech sector is subject to endogenous productivity growth. This 
productivity growth arises through ‘learning by doing’ and this 
process benefits from international knowledge spillovers. The initial 
sectoral composition of regional economies determines the 
performance of the regions and thus the convergence performance. 
If high-tech firms have a greater tendency to agglomerate, regions, 
which have a higher initial concentration in the high-tech sector or 
factors that are conducive to this sector will grow faster. This leads 
to divergence between the regions within a country. With 
productivity driven by international knowledge spillovers the high- 
tech sector grows faster than the traditional sector and thereby 
accounts for a growing share of the economy. Through knowledge 
spillovers the sector becomes more similar across the countries, 
which together with growing shares will result in convergence across 
countries. Again a process of cumulative causation means that 
regions can be trapped in a vicious circle. 

While these results suggest that peripheral regions with initial 
development gaps are doomed to perform poorly due to 
agglomeration economies, these forces can also work in favour of 
lagging regions in that excessive agglomeration in the core will result 
in diseconomies associated with congestion and excess demand. If 
congestion and excess demand result in excessive production costs 
then peripheral regions that have lower costs may attract firms from 
the agglomeration. 

Williamson (1965) argued that promoting national growth might 
require concentration of economic activity in the core region at the 
expense of the lagging periphery. At the earlier stages of economic 
integration, inter-regional linkages, factor movements and central 
Government policies are selective in favour of the more developed 
centres, while this tendency is reversed as integration proceeds and 
the income levels become higher. Thus, during rapid development 
countries tend to develop a core-periphery pattern. However, as 
development proceeds, the benefits of growth spread to all regions 
reducing the regional differences. This so called “Williamson 
Hypothesis” has been largely ignored by researchers except for a 
small number of recent contributions (e.g. Hallet, 1997; 2002). Some 
empirical evidence has supported the existence of the trade-off 
between equity and efficiency (e.g. Barrios and Strobl, 2005, De la 
Fuente, 1996, Morgenroth, 2002). 

Dluhosh (2000) analysed the relationship between the integration 
process in the EU spatial division of labour, encompassing not only 
the new economic geography models but also the role of factors 
such as communications costs, cost competition and technology. 
The main conclusion of this study is that while transport costs and 
the monopolistic competition of the Krugman type models have 
some role to play, cost competition due to the integration yields a 
more fragmented economic geography. 

In general the empirical evidence on the existence and dynamics 
of agglomerations is quite strong (e.g. Ciccone and Hall, 1996; 
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Ciccone, 2002; Ellison and Glaser, 1997). In the Irish context the 
relationship between urbanisation and regional growth has been 
highlighted by Bradley and Morgenroth (2000) and Boyle, McCarthy 
and Walsh (1999). However, a key result of the New Economic 
Geography literature, that increasing returns industries should 
agglomerate, appears not to be supported by empirical analysis. 
Recent evidence both for Ireland (Morgenroth, 2006) and in a range 
of European countries (Morgenroth, 2005), shows that increasing 
returns industries are actually becoming less agglomerated. Thus, 
while agglomeration forces appear strong the new theories may not 
have found the correct mechanism through which these 
agglomeration economies arise. 

The role of diversified industrial structure rather than 
specialisation has been investigated in a study of innovation in urban 
centres (Duranton and Puga, 2001), which picks up ideas first 
outlined by Jakobs (1969). Their analysis suggests that innovation 
flourishes better in diversified cities as the diversity fosters the cross 
fertilisation of ideas. However, production appears to favour 
specialised cities where production costs are lower. Thus, this paper 
also suggests a rationale for FDI, where firms innovate in their 
headquarters in diversified cities but produce the products 
elsewhere.  

Apart from the economic geography models outlined so far, 
substantial research effort has gone into analysing the determinants 
of firm location. In this respect the classic paper (by Coughlin, Terza 
and Arromdee, 1991), which shows that the factors discussed above 
in the context of growth models will be key drivers of firm location. 
The precise requirements of the firm will determine which of the 
factors is more important. Industries that are resource intensive tend 
to locate where their key resources can be found. Traditionally, 
therefore, the abundance of natural resources was a key driver of 
firm location. However, with a gradual shift towards high-tech and 
services activities the role of natural resources is declining and 
instead the key resource now is high-skilled individuals. These are 
particularly important in knowledge intensive activities. Apart from 
the availability of skilled workers, countries can compete for mobile 
firms by offering a lower cost structure, which may include better 
infrastructure (see Taylor, 1992) or lower taxes (see Bayindir-
Uppman, 1998). Firm location is also closely related to the concept 
of competitiveness, which is discussed below. 
 
 With increasing globalisation and therefore global competition, 
competitiveness, has become a central focus of policy. At the EU 
level the Lisbon Strategy sets out the target for Europe …to become 
the most competitive and dynamic knowledge-based economy in the world, capable 
of sustainable economic growth with more and better jobs and greater social 
cohesion (Presidency Conclusions, Lisbon European Council, 23 and 
24 March, 2000). 

2.4 
Competitiveness 

While competitiveness is at the forefront of public policy, the 
basic concept that appears to be behind this public concern does not 
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emerge from economic theory. As Krugman (1996) notes, countries 
do not compete like firms and the underlying assumption of a zero 
sum game in world trade is false.7 Nevertheless, competitiveness can 
be analysed with economic models provided the concept is properly 
defined and the false premises are discounted.  

Policy concerns about competitiveness concentrate on two 
issues: international trade shares and cost differences. A vast 
literature dealing with both issues exists and it is beyond the scope 
of this chapter to review this literature thoroughly.  

With regard to trade shares, trade theories yield a range of useful 
results that predict trade patterns and changes thereof due to 
changes in the underlying economy (technology, endowments etc.) 
and trade barriers. These models predict that countries will specialise 
in industries in which they have a comparative advantage. It is 
important to note that it is comparative advantage and not absolute 
advantage that determines trade patterns which means that even if 
one country is more efficient at producing all goods, it will only 
trade those goods at which it is most efficient.  

Since economies are not static, their comparative advantage 
changes over time as various factors such as exchange rates, wages 
and productivity evolve. Furthermore, innovation can induce 
substantial change in the comparative advantage of a country. In the 
empirical literature on changing trade shares and comparative 
advantage the following factors have been considered. These 
include:  

• Relative productivity (Lee and Tang, 2000, Choudri and 
Schembri, 2002). 

• Trade barriers. 
• Resource endowments (Gustavson et al., 1999).  
• R&D/technology (Kravis and Lipsey, 1992, Fageberg, 1996, 

Carlin et al., 2001).  
• Fixed capital (Oughton, 1997).  
• Labour market flexibility (Saint-Paul, 1997). 
• Industrial strategy (El Agra, 1997).  
• Exchange rate volatility (Cote, 1994).  
• Relative taxation (Bovenberg, 1989, Salvatore, 2002).  
• Market power (Pieretti and Bourgain, 2003). 
With increasing integration and globalisation it is also reasonable 

to expect these developments to impact on the sensitivity of export 
share to relative costs. 

A paper by Carlin et al. (2001) provides a quantification of likely 
effects of changes in relative costs on national export shares. The 
key focus is on the impact of changes in relative unit labour costs on 
competitiveness, which is measured as the share that each country 
has of the global export markets. Furthermore, since sensitivity of 
competitiveness to changes in relative unit labour costs differs 
 
7 With growing world trade a declining trade share can still mean increasing trade 
volumes. 
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between countries they also investigate the factors that determine 
these differences.  

Finally, the general tax environment, which is closely linked to 
public expenditure, can impose a substantial burden. Interestingly, at 
the aggregate level Carlin et al., did not find a negative relationship 
between relative unit labour costs and export market share, which 
would be expected. However, once individual sectors are 
considered, a very strong and stable connection emerges between 
relative unit labour costs and export market shares 

Further investigation revealed that relative R&D and relative 
patent performance play little or no role in explaining shifts in 
export market share. On the other hand, the relative investment 
share, which might proxy embodied technological change, was 
found to have a modest positive but highly significant impact on 
export market share. Other factors that were found to be significant 
were human capital, trend growth in total factor productivity across 
the entire business sector, and the structure of corporate ownership. 
An important conclusion from that study was that policy should be 
directed at improving the conditions for innovation rather than 
promoting R&D activities per se or of promoting specific industries. 

Ultimately, trade shares are driven by price competitiveness i.e. 
relative prices – the real exchange rate. The determination of prices 
has been analysed extensively in the context of the related literature 
on open economy macroeconomics. This literature highlights the 
role of transaction costs, nominal exchange rate fluctuations and the 
degree of competition/market power as key factors in determining 
persistent deviations of the real exchange rate from unity. Other 
factors that have more transitory effects on the real exchange rate 
but more permanent effects on the real economy include wage 
inflation in excess of productivity growth or changes in demand for 
domestically produced goods.  

Excessive wage inflation perhaps due to an over-estimate of 
future productivity growth will lead to lower profitability and 
consequently firm relocation or investment in labour-saving 
technology, which will ultimately reduce the demand for labour and 
lead to a downward adjustment of relative wages. If demand for 
domestically produced goods increases profits rise in the short term 
but some of these will be captured through higher wages in those 
sectors where the demand has increased, leading to resource 
reallocation across sectors. Of course, the reallocation of labour 
across sectors is only feasible if the skills set is transferable. This 
highlights the role of human capital in industrial restructuring and 
the possible transition costs inherent in restructuring. 



3. METHODOLOGY  

Analysing a large and complex programme of public investment, 
such as the NDP, is not a simple task and there is no “correct” 
prioritisation of investment needs. Rather, the best that can be 
achieved is to determine an appropriate investment programme. The 
difficulty lies in defining the most appropriate prioritisation results 
from the vast range of alternative investments that could be chosen 
even within a particular area. For example, in the area of education 
one could prioritise investment in the primary, the secondary or 
third level education. Within secondary education investment could 
be prioritised towards early school leavers or developing the science 
curriculum etc. Clearly, public intervention is warranted in many 
different areas and deciding between these is not straightforward.  

The range of information available on the large number of 
possible projects is not always ideal and the time and resources 
available to analyse them is limited. This process is made more 
difficult since the NDP will aim to achieve a number of objectives, 
which in some cases may even be contradictory. Thus, for example 
the aim to maintain national competitiveness might undermine the 
aim of achieving environmental sustainability.  

Given these limitations it is important to apply a methodology 
that can satisfy the demands of deciding between the wide range of 
possible investments while still being tractable. The textbook 
approach to welfare analysis is not suitable for the analysis of such a 
wide-ranging investment programme as the NDP. However, some 
of the lessons of the literature can be built into the approach. In this 
chapter the approach and more detailed methodology adopted in 
this study is outlined. 
 
 The usual approach to evaluating public investment is to conduct 
a cost-benefit analysis for each project. While this micro-level 
analysis is very useful in deciding between individual projects within 
a particular investment area, on its own it cannot be used to 
determine the content of the NDP. This methodology is primarily 
applicable and appropriate in situations where the policy decision 
being examined is a well demarcated and a priori precisely defined 
project, which does not generate many un-priced externalities. As 
only some of the investments considered here are precisely defined, 
and even these are likely to be subject to substantial externalities, 
cost-benefit analysis (CBA) on its own cannot provide a 
prioritisation across all the projects potentially included in the NDP. 
This is a serious limitation for the task of this study since it is 
concerned with a more general policy programme of which the 

3.1 
Overall 

Approach

21 
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details and even sometimes the major features are unknown. 
Furthermore, it is impossible to carrying out cost-benefit analysis of 
thousands of projects which would be beyond the scope of a single 
study. Nevertheless, where CBA undertaken in line with the 
appropriate guidelines (Department of Finance, 1999) is available 
use is made of them in this report. 

Consequently, rather than utilising CBA, here we utilise an 
approach that has been developed by ESRI researchers in a range of 
NDP and CSF evaluations in Ireland and internationally combining 
macroeconomic with a microeconomic analysis. The benefit of the 
macroeconomic analysis is that it is able to capture the supply side 
externalities of many investments, and can be used to ensure that 
the chosen overall investment programme is consistent with the 
broad macroeconomic aims. Since the macroeconomic modelling 
can only investigate the macroeconomic impacts of quite aggregated 
investment areas, it is important to also conduct a micro-level 
analysis that considers the detailed investment projects within the 
more aggregated categories used by the macro model. Thus, 
productive investments within a particular micro-area can still be 
chosen even if the particular micro-area is of low importance in the 
overall recommendations. Furthermore, the micro-level analysis has 
the benefit of allowing all micro-investment areas to be considered 
using a common set of criteria, which allows for a proper ranking of 
investments. The advice received from the consultation with 
Government Departments, Regional Assemblies and the Social 
Partners, forms an important aspect of the micro-evaluation. Apart 
from identifying the appropriate investment priorities and the level 
of financial resources needed in each micro-area, the microeconomic 
analysis is also likely to identify issues regarding project management 
and non-financial constraints that need to be addressed.  

It is important to note that the macroeconomic and 
microeconomic evaluations are not conducted in isolation of each 
other. Rather, an initial macroeconomic projection is used to 
determine the appropriate overall funding envelope that fits within 
the macroeconomic criteria such as the borrowing requirement and 
the need to maintain the competitiveness of the tradable sector of 
the economy. The microeconomic evaluation is used to decide on an 
initial set of priorities, which are aggregated and again evaluated 
within the framework of the macroeconomic model. 

The macroeconomic framework provides a quantified 
assessment of where intervention by the public sector can enhance 
the growth potential of the economy and will identify potential 
constraints and bottlenecks.  
 
 A central issue in framing investment priorities is to ensure the 
sustainability of the recent economic and employment growth. This 
can only be accomplished through the development of a framework 
or model in which the factors driving Irish economic growth can be 
considered. A full analysis of the external environment facing the 
Irish economy needs to be undertaken in this respect, which will 

3.2 
Macroeconomic 

Evaluation
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consider how it has changed since the current NDP was drawn up. 
This analysis is carried out using the ESRI HERMES 
macroeconomic model in conjunction with the NiGEM world 
model that was developed by the UK National Institute of 
Economic and Social Research (NIESR). These two models are 
used together to prepare medium-term forecasts for the Irish and 
world economy. The use of these models ensures that there is a 
consistent basis for these forecasts and it also allows for the 
sensitivity of these forecasts to be tested for alternative assumptions 
on key external variables. Conditional on the external environment, 
a full set of medium-term forecasts for the Irish economy is 
prepared. 

Because of the uncertainty inherent in any forecasts it is 
important to ensure that the choice of NDP priorities is robust in 
the face of a range of possible economic outcomes. The HERMES 
model provides a suitable framework for considering the inflationary 
pressures facing the economy, especially the inflationary pressures in 
certain key sectors such as building and construction. The model has 
also been augmented so that forecasts for energy demand and for 
greenhouse gas emissions can be made consistent with the range of 
underlying economic scenarios.  

An important starting point is to consider the prospects for the 
Irish economy over the next decade. This takes into account the 
major changes in the external environment facing the Irish 
economy.  Factors such as the enlargement of the EU and increasing 
energy costs also have implications for the future prospects and 
needs of the economy. This process identifies how the changing 
structure of the economy (and demography) will impact on policy.  

Finally, the review of economic prospects provides crucial 
information on the scope for public financing of future 
infrastructural investment. In this respect the Growth and Stability Pact 
is a binding constraint that will have to be adhered to. This analysis 
frames the overall investment priorities that are chosen with the 
microeconomic analysis described below. Once microeconomic 
priorities are chosen their impact is evaluated within the 
macroeconomic model. 
 
 The broad priorities derived from the macroanalysis need to be 
supplemented by microanalysis in order to derive a detailed set of 
quantified investment programmes for specific types of investment. 
This process of identifying individual priorities has to take account 
of the integrated nature of the process of economic development. 
Many of the different priority areas will interact with one another so 
that the process of selection is not unidimensional. 

3.3 
Microeconomic 

Evaluation

The key consideration in deciding on investment priorities is to 
decide on areas where government investment is warranted. The 
rationale for government intervention and the key investment areas 
where the economic literature suggests a role for Government 
intervention were outlined in Chapter 2 and these form the basis for 
the microeconomic analysis. In a second step the areas where 
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Government intervention is warranted are accorded a priority 
ranking. This analysis needs to consider both the progress that has 
been achieved in previous investment plans and the impact of 
changed conditions. Thus, if significant physical progress in an area 
has been made, the analysis needs to question whether further 
investment is still needed. 

Ideally, the social rate of return should be calculated for each 
project and that project should only be funded if the rate of return is 
greater than the social cost of financing the project, but this is rarely 
possible given the available information. Allowance should also be 
made for the risks inherent in any project. The forecasts for future 
revenue or social returns on any project are necessarily uncertain, as 
is also often the forecast for the cost of the investment. Where 
projects are particularly risky or where the rate of return is very 
uncertain it is necessary to take this into account before deciding on 
whether to invest. Risky investments, even if promising a high 
return, will be less attractive than more reliable projects with more 
limited returns. For example, the riskiness of investment in R&D 
must be balanced against the expected high returns, while 
investment in non-national roads may offer a lower but more certain 
return. While in many cases it is difficult to undertake these 
calculations in a formal way, it is important in any project selection 
process to take them into account at least in a more qualitative 
fashion. 

A further issue, which must be considered in any process of 
project selection, is the optimal timing for undertaking the 
investment. If, for example, roads or metro systems could be bought 
in supermarkets in unlimited quantities then there would be no need 
to buy them over a period of many years. The optimal answer would 
be to borrow and to buy and deploy all the roads needed 
immediately. However, reality is very different. Most of the 
investment in physical or human capital or R&D can only be 
undertaken gradually. The roads have to be built which takes time 
and likewise no amount of money will overnight convert someone 
with a Leaving Certificate into a university graduate, with all the 
attendant skills and expertise. 

In the analysis of economic welfare the rationale for public 
investment spending involves issues of both efficiency and 
equity/distribution as outlined above as part of the literature review. 
The 1997 Mid-Term Evaluation of the CSF defined efficiency as 
follows: “[T]he economy is functioning efficiently if it is producing 
as much as possible with the resources available, and investing 
enough to generate sustained growth of capacity subject to 
respecting the needs of current consumption and environmental 
protection.” (Honohan, 1997, p.75.) Where the economy fails to 
function efficiently because of what is termed “market failure” or 
“distortions”, then there is a basis for justifying public intervention. 
This approach limits the scope for public interventions to just those 
areas where market failures and distortions exist. This is particularly 
important when considering potential ‘investment’ in productive 
sector activities. These are often either not warranted as they do not 
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address market failures or distortions, or where such problems exist 
they can more effectively be dealt with through regulation. The fact 
that an industry is important is not a justification for public 
intervention. Furthermore, subsidies for declining industries that do 
not deal with the underlying problem that makes these industries 
declining industries should not be considered an investment. 
Evidence shows that propping up sunset industries not only has a 
low return but it also slows down the required restructuring and 
reorientation of resources. Similarly, most redistributive measures 
only have a role in an investment plan if they deal with the 
underlying problems that require redistribution. 

In order to formalise the microeconomic analysis multi-criteria 
decision analysis (MCDA) has been used in previous evaluations in 
the form of a scoring model (e.g. Honohan, 1997 and Fitz Gerald et 
al., 2003). This tool is particularly useful in situations where 
investments have already been put in place so that these can be 
assessed.8 As the precise projects that are going to be funded in the 
next NDP are not known at this point (except perhaps some of the 
larger projects) applying the MCDA is somewhat more difficult. 
However, as the current NDP is taken as the point of departure for 
the microeconomic analysis of future investment priorities, 
significant insights can be gained from the Mid-Term Evaluation of 
the current NDP (Fitz Gerald et al., 2003), which carried out a 
detailed MCDA analysis. 

Specifically the MTE, following Honohan (1997) categorised all 
measures into four categories, namely: 

1. Public Goods. 
2. Corrective Pricing. 
3. Corrective Subsidy. 
4. Redistribution. 

Category 1: Public Goods 

The basis for public sector involvement in the provision of services 
or facilities that have public good characteristics arises from the 
difficulty or impossibility of charging the users of the facilities 
directly for the benefit, which they receive (difficulties with 
operating exclusionary pricing). Public goods measures can be 
classified into three types: information, infrastructure and cultural. 
‘Information type’ public goods involve a number of different 
activities such as research and evaluation/technical assistance. 
‘Infrastructure’ covers spending on roads, environmental services, 
and basic education (the training of all people to some minimum 
standard). ‘Cultural spending’ (e.g. monuments, parks etc.) is a 
classic example of a ‘merit good’.9  

 
8 See Roy (2005), Belton and Stewart (2002) or Dyer et al. (1992) for a wider review 
of MCDA. A thorough review of the methods involved in MCDA in the context of 
identifying investment priorities is also provided in Bradley et al. (2005).  
9 A ‘merit good’ is either a good or a service that ‘society’ believes should be made 
available for consumption to all. 
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It is important to note that since most public goods are not pure 
public goods in the sense that consumers can be excluded from 
using the infrastructure (excludable) or in the sense that the use of 
the public good by one consumer does have an impact on the utility 
other consumers can derive from the public good (non-rival). For 
example, the drinking water supply because it requires a network of 
pipes it has public good qualities. However, it is trivial to exclude 
individuals from the network and additional users on a network may 
have a negative impact on water pressures. Consequently, it is not 
surprising that drinking water supply has been organised by 
individuals working together, for example, through group water 
schemes. In such cases it may be more appropriate to consider the 
investment under the next category. 

Category 2: Corrective Pricing 

The most pervasive examples of a need for corrective pricing arise 
in relation to certain infrastructure projects. In many cases the price 
for using the infrastructure does not reflect the full cost to society. 
Alternatively, there may be cases where the cost to the private sector 
of investing takes no account of wider societal benefits from the 
investment.  

An example of such a distortion could be where the cost of clean 
technologies for generating electricity does not take account of the 
environmental benefits that they confer. A subsidy for renewable 
energy falls within this category as it could provide the correct price 
signals to potential investors.10 This category of intervention opens 
up possibilities for innovative forms of public and private sector 
partnerships. The crucial point is that there needs to be a “truer” 
pricing of infrastructural usage. Where such corrective pricing is 
implemented through a subsidy, it is generally appropriate that the 
subsidy be fixed at an appropriate rate and the volume of demand 
will determine the level of expenditure. This makes budgeting more 
complex than where the total expenditure is specified in advance. 

Category 3: Targeted Interventions 

Expenditure in this category is warranted principally where private 
agents lack information or are too risk averse to undertake 
(potentially) profitable activities. For example, they may lack the 
information necessary to make the optimal level of investment in 
energy saving in their homes. If such information is provided (either 
directly or indirectly) through Government support they may as a 
result, be able to overcome the problem, and subsequently such 
supports can, and should be, phased out. Key areas of investment, 
identified as predominantly targeted interventions, are training, 
energy efficiency and R&D support for business. 

 
10 As discussed in Chapter 14, a better way of incentivising appropriate investment 
in clean technologies is to tax the dirtier technologies. 
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In effect, these interventions are aimed at reducing or eliminating 
distortions that would otherwise impair the economy from 
performing optimally, both in terms of efficiency criteria and 
distributional consequences. In these cases it is probably appropriate 
to specify the size of the budget needed to trigger appropriate 
private sector action and then allocate that budget through some 
competitive mechanism as described above. 

Category 4: Redistribution 

Redistribution is generally best tackled through the tax and social 
welfare systems. Nevertheless, there are still some aspects of 
investment programmes that have a redistributive function. The 
most obvious example is social housing. 

Using the results of the scoring exercise carried out in the last 
Mid-Term Evaluation of the NDP, it is possible to summarise the types 
of market failures that might necessitate further investment in the 
various investment areas (Table 3.1). This together with the results 
of the scoring exercise (final column) guides the further analysis in 
terms of appropriateness and justification of investment needs for 
the next NDP. A striking feature of Table 3.1 is the poor scores for 
the productive sector measures. On average only the energy 
measures achieve the cut-off score of 0.5. This of course 
corresponds to the difficulty in identifying market failure or even 
where a market failure exists often cheaper regulatory measures are 
sufficient to deal with these. It should also be noted that the modest 
score for the transport measures was largely by the inclusion of 
harbours. If these are excluded the average score increased to 0.74 
and if the regional airports measure is further excluded the score 
increases to 0.77. Similarly, R&D would have a higher average score 
if the sectoral measures were excluded. Overall, the scoring exercise 
suggests that a high priority should be accorded to investment in 
health; housing; childcare; social inclusion; regional, urban and rural 
development; education; general R&D measures; and most of the 
transport infrastructures and to a lesser extent arts/sports. Low 
priority should be accorded to investments in the areas of 
agriculture; forestry and fishing; tourism; enterprise/industry; 
telecommunications; energy and the environment. 

In the microeconomic chapters these results from the scoring 
analysis are taken as the point of departure and the individual 
investment areas are again assessed in terms of the rationale for 
public intervention. Since the economic, social and demographic 
environment has changed and significant progress has been made in 
some areas these chapters consider the appropriate level and 
targeting of investment going forward. They also consider public 
policies in each area and any new analysis that has emerged. 
Furthermore, since in many cases the level of existing analysis is 
insufficient the chapters provide some additional analysis. However, 
given the scope of this study it is impossible to fill all the gaps in the 
analysis. For investment areas where public investment was not 
deemed to be justified, the argument for this conclusion as well as 
relevant trends in these areas are reviewed. 
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Table 3.1: Classification of Investments 

 
Public 
Good Corrective Targeted Redistribution 

Average  
Score 

Public Physical Infrastructure % % % %  
Transport (incl. Ports, Harbours, Airports) 80 20   0.59 
Environmental Infrastructure 50 50   0.50 
Housing 10   90 0.76 
Sport & Arts 30 30 30 10 0.53 
Human Resources      
Education 90 10   0.65 
Training 10  70 20 0.58 
R&D 30 10 60  0.47 
Productive Sector      
Energy 20 70 10  0.50 
Telecommunications 20 80   0.40 
Agriculture, Forestry, Fishing 10 40 40 10 0.26 
Tourism 40  60  0.24 
Enterprise/Industry 10 10 80  0.43 
Equality/Social Inclusion   50 50 0.62 
Health 100    0.80 
Childcare    100 0.70 
Regional Urban and Rural Development 10  80 10 0.70 
Source: Fitz Gerald et al. (2003). 

 
 
 
 A range of non-investment measures are needed to make the most 
of current and future investment and these measures are as 
important as the choice of the appropriate investment package. For 
that reason these issues are highlighted first at this point rather than 
just later on, since the implementation of accompanying measures is 
likely to reduce investment needs in a number of areas. 

3.4 
Accompanying 

Measures

The effective utilisation of the existing capital stock needs to be 
considered. There are many examples where use of the appropriate 
pricing mechanism will yield a more efficient outcome and result in 
lower investment needs. This is important since the cost of raising a 
euro of revenue through taxation is greater than a euro because of 
the distortions inherent in any tax system. Consequently, higher 
taxes result in lower growth. Therefore, if an efficient outcome can 
be achieved through accompanying measures, in particular through 
appropriate pricing, this is preferable to achieving it through 
investment.  

In some cases the current expenditure implications of capital 
investment are substantial. For example, if hospitals are built 
without current funding in place to operate them this leads to 
underutilisation of the capital stock.  

Investments, particularly in the productive sector, may be subject 
to considerable deadweight, i.e. the investment would have been 
carried out by the private operators anyway without public 
intervention. Furthermore, there may be a risk that private agents 
‘free ride’ on public good efforts targeted specifically at the 
productive sector. Measures can be taken to minimise the risk of 
deadweight and free riding, which in some cases have already been 
enacted. 
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4. MACROECONOMIC 
BACKGROUND  

In this chapter we present our assessment of the medium-term 
prospects for the Irish economy over the time horizon of the next 
National Development Plan (to 2013). These prospects are broadly 
based on the forecasts presented in the recently published Medium-
Term Review11 (MTR). While the Irish economy grew very rapidly 
over the last ten years, its potential to grow further is less today than 
it was five years ago and it will be lower still over the period to 2015. 
Ireland’s changing demographic structure will play a key role in this 
slowdown. The unutilised resources available in the economy are 
being used up and, while there has been a major improvement in the 
quality of infrastructure in the economy over the last decade, the 
benefits of this improvement have been partially offset by the rapid 
growth in demand for that same infrastructure. As a result, the 
economy remains constrained by the limited stock of dwellings and 
public infrastructure with consequent high prices and congestion.  

Despite this inevitable slowdown, the fundamental factors 
driving growth remain quite favourable and the economy still has 
the potential to grow at between 4 and 5 per cent a year out to the 
end of the current decade. In particular, the economy will continue 
to face a very fortunate set of demographic circumstances over the 
next fifteen years. However, a number of downside risks exist. 
Specifically, the very high level of dependence on the building 
industry poses a threat. The internal risks to future prosperity must 
also be seen against the background of the global economic 
imbalances that, if anything, are growing in magnitude. A key factor 
determining the medium-term prospects for the Irish economy is 
the future evolution of these global imbalances.  

The chapter is structured as follows. In Section 4.1 we discuss 
background assumptions relating to the external environment, 
demographic prospects and the building and construction sector. 
Section 4.2 provides an overview of the economic outlook implied 
by the MTR High Growth scenario. Section 4.3 outlines the impact 
that a period of low growth, either driven by an external shock or an 
internal housing shock, would have on this economic outlook. 
Finally, in Section 4.4 we look at the context of these forecasts for 
the next National Development Plan. We discuss the implications of 

11 Fitz Gerald, J., A. Bergin, I. Kearney, A. Barrett, D. Duffy, S. Garrett and Y. 
McCarthy (2005), Medium-Term Review: 2005-2012, Number 10, December. 



30 EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

the demographic profile out to 2013, the issue of crowding out 
effects due to an increased level of investment, and also the high 
level of uncertainty surrounding future growth prospects. 

 
 

THE EXTERNAL ENVIRONMENT 4.1 
Background 

Assumptions
As an exceptionally open economy, Ireland is very much dependent 
on what happens in the rest of the world. The economy remains 
exposed to events outside the Euro Area due to the importance of 
FDI, particularly from the US, and the growing importance of 
services exports. However, the future prospects for the Euro Area 
are clearly also of crucial importance for the Irish economy. 
Developments in the domestic economy must be assessed against a 
backdrop incorporating this external environment. 

A major cause of uncertainty about the future prospects for the 
world economy is the large macroeconomic imbalances that are 
evident in the US economy. The magnitude of the current account 
balance has focused attention on its sustainability and at some point 
in the future the US economy will adjust and experience a slow-
down in growth. However, considerable ambiguity remains as to the 
timing of the adjustment, whether it will occur gradually or sharply 
and the mechanism(s) by which it will take place. As a result, the 
MTR presented two scenarios for the external environment facing 
Ireland. In the first, labelled the High Growth scenario, the US 
economy does not adjust to correct for its imbalances that currently 
exist. As such, the US economy continues to experience robust 
growth, although remaining on a growth path that is unsustainable 
in the longer term. This scenario is used as the basis for 
consideration of the NDP.  In the second scenario, labelled the Low 
Growth scenario, the US current account deficit declines gradually to 
a long-run sustainable level. The implications of this lower growth 
scenario for the NDP, if and when it should occur, are considered 
later in this chapter. 

In the more favourable High Growth scenario, it is assumed that 
the US economy can go on growing at a rapid pace until 2015, with 
a gradual worsening in its external and Government deficits. If 
realised, this scenario would provide a very favourable backdrop for 
the Irish economy for the next decade. However, although the more 
benign High Growth scenario is considered more likely for the next 
few years, it is not possible for the US to continue forever on this 
path and we do not pursue the details of this scenario beyond 2015.  
When the adjustment eventually takes place the US economy will 
switch to a lower growth path having negative implications for that 
economy and also for the global economy, including Ireland. The 
effects of what happens in the US will be transmitted to Ireland 
directly through trade and FDI. However, even more important will 
be the indirect effects as mediated through the wider Euro Area 
economy. 
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women now typically become mothers; the population bulge of 
 

DEMOGRAPHIC BACKGROUND 

The Irish demographic profile is unique. It is characterised by a 
relatively young population with approximately one-fifth of the adult 
population in the 15-24 year age cohort. Such a favourable position 
means that the problems caused by ageing populations in many 
other EU and OECD countries are not as prevalent in Ireland 
today. However, this favourable structure of the population looks 
set to deteriorate over the longer term, as the now relatively young 
population ages, with fewer children coming behind. As these 
structural changes occur they will have an important effect on the 
potential growth rate of the economy, mainly through their effect on 
labour supply and dependency ratios. It is thus pertinent for policy-
makers to incorporate such effects into medium- and long-term 
plans now (Barrett and Bergin, 2005). 

In the past, the demographic profile has been largely shaped by 
the patterns observed in birth rates and migratory flows and these 
factors will continue to shape the demographic profile in the future.  
The Irish birth rate has undergone significant change over the last 
half century. Over the next decade, our forecasts suggest that the 
birth rate will level off at approximately 15 births per thousand of 
population. This means that in years to come, there will be relatively 
fewer persons in the younger age cohorts, provided there are no 
offsetting increases caused by migration. The births are forecast on 
the basis of a fairly constant Total Fertility Rate (TFR) of between 
1.9 and 2.0.12    

Figure 4.1: The Birth Rate 
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The forecast limited rise in the birth rate over the rest of the 

decade is accounted for by the fact that there will be an increasing 
number of women in their late twenties and thirties, the age at which 

12 This is an artificial measure that represents the potential number of children over 
her lifetime for a representative woman. 
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young people born in the 1970s is mirrored 30 years later as they 
themselves begin to have children. 

Migration flows have long played a crucial role in driving 
cha

Figu et Immigration 

As outlined under the “external environment”, the medium term 
pro

ic dependency ratio (Figure 4.3) is at an all 
tim

nges in both the population structure and the labour force. 
Following high net emigration rates in the 1980s, the improvement 
in Ireland’s economic fortunes relative to its EU partners in the 
1990s resulted in a reversal of this trend; the numbers immigrating 
greatly outweighed the numbers leaving the country since 1996. 
Such flows reached record highs in the year ended April 2005, when 
net immigration was 53,000. Over the next decade, it is expected 
that net inward migration will continue. The magnitude of the 
inflows will depend on the likely growth trajectory of the economy, 
as discussed in subsequent sections. The size and nature of these 
inflows will play an important role in the future growth of the 
economy and they will impact on the future demand for 
infrastructure, including housing. 
re 4.2: Alternative Projections for N

 

1995
1997

1999
2001

2003
2005

2007
2009

2011
2013

2015
2017

2019
-10

0

10

20

30

40

50

60

Th
ou

sa
nd

s

Low Growth High Growth

spects for the Irish economy are dependent on external 
developments in the global economy, and in particular on whether 
or not adjustment occurs in the US. If no adjustment occurs and the 
Irish economy continues to grow along the High Growth trajectory, 
described in detail in the next section, net immigration would 
continue at a high level as shown by the dashed line in Figure 4.2. 
However, should the reality turn out to be close to the Low Growth 
scenario, consequent on a major readjustment in the US, 
immigration would gradually slowdown to around 10,000 a year. 
These two alternative scenarios have very different implications for 
the economy generally and for the housing market in particular. 
(The implications for the housing market are considered in more 
detail in Chapter 13.) 

Today the econom
e low in Ireland and, under the High Growth scenario, it is set to 

fall even further, stabilising in the next decade at a rate of between 
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Turning to labour supply, it is driven by three main factors: the 
nat

e rise in female labour force participation, which played a very 
imp

1.0 and 1.1. This means that every individual who is working will 
only have to support one other individual who is not. It is only after 
2020 that the economic dependency rate will begin to rise. This 
turning point will be postponed a few years as a result of the 
considerable level of immigration envisaged as part of this scenario. 
However, the postponement will be very limited and the ratio will 
rise continuously from 2020 onwards. What this means is that 
Ireland faces an unusual demographic window of opportunity over 
the next fifteen years when dependency will be at an exceptionally 
low level. It will be important that public policy uses this 
demographic dividend to prepare for the long-term problems of 
rising old-age dependency over the following fifty years. 
Figure 4.3: Economic Dependency Ratio  
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ural increase in the population, participation rates and migration. 
Over the last decade, these three factors have combined to produce 
an expansion in the supply of labour in the economy, causing it to 
increase from 1.44 million in 1995 to an estimated 1.96 million in 
2005. Over the next decade, the rate of growth in the supply of 
labour is likely to decrease significantly, having important 
implications for the economy and for potential growth rates in 
particular. There is also likely to be a change in the relative weights 
of the different factors driving the growth in labour supply, with the 
role of the natural increase and rising participation rates decreasing 
over time and that of migration increasing, as illustrated in Figure 
4.4.   

Th
ortant role in the growth in labour supply in the 1990s, is likely 

to be much more limited in the future. This is because the increase 
already registered over the last ten years has meant that the pool of 
potential market entrants has become much smaller, with a large 
majority of the 25 to 64 year olds, particularly the younger members 
of this group, already in the labour force. Participation rates are now 
high by EU standards for women under 35 years, leaving little scope  
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Figure 4.4: Decomposition of the Growth in Labour Supply 
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for further in
come from the older age cohorts, whose participation rates are 
relatively low by EU standards. The educational attainment rates 
among these older women are substantially lower than those of 
woman under the age of 35, which will have implications for 
investment needs in the areas of training and life-long learning. 

Male participation rates are not expected to contribute much to 
labour supply over the next ten years, while given the demographic 
changes already discussed, the role played by the natural increase is 
likely to fall significantly. On the other hand, it is anticipated that 
immigration will contribute around one percentage point a year to 
the growth in the labour force over the rest of this decade.  

THE BUILDING AND CONSTRUCTION SECTOR 

Over the past decade housing has become a key sect
economy. The gross value of housing output (both new housing and 
repair and maintenance) was just over €20 billion in 2005, which is 
equivalent to 15.2 per cent of GNP, compared with 7 per cent in 
1994. The economy is now very dependent on the housing sector. A 
strong housing market has a positive impact on the economy, not 
only through its direct contribution to GDP via new residential 
construction and home related purchases, but also through enabling 
home owners to extract equity from their homes to finance current 
consumption. Housing also influences activity and employment in 
the construction, financial and other business services sectors of the 
economy. 

Residential construction is estimated to account for around 65 
per cent of total construction output as against 51 per cent in 1994 
(Figure 4.5). As a result the building and construction sector, 
measured in gross value added terms, represents around 18 per cent 
of GDP compared with an average of just over 11 per cent across 
19 Western and Central European countries (see Figure 4.6). 
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Figure 4.5: Residential Construction Share of Total Construction Output (%)  

Figure 4.6: Building and Construction as Percentage of GDP in 15 Western and  
4 Central and Eastern European Countries, 2005e 
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Source: DoEHLG, DKM. 
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Since 2002 the residential construction share of total 
construction output has increased considerably as Figure 4.5 
illustrates. In the absence of any breakdown of the employment 
numbers between the individual sub-sectors of construction, we 
suspect that the strong employment growth in the sector can be 
attributed to the strong growth in residential construction activity. If 
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so, the economy is now very vulnerable to any slowdown in 
residential construction.  

Our analysis of housing demand suggests that demand will 
rem

he external backdrop and the demographic profile 

hese alternative scenarios can be interpreted as an overview of 
the

 

4.2 

ain at a high level over the medium term. Given the situation 
outlined above, it is important to ensure that Ireland is in a strong 
position to cater for the continued growth in demand without 
increasing the economy’s vulnerability to any overheating of the 
housing market and thus any potential housing crash which would 
adversely impact on the wider economy.  
 
 Against t
outlined above, the Medium-Term Review (MTR) (Fitz Gerald et al., 
2005) presented two sets of forecasts for the Irish economy. The 
High Growth and the Low Growth scenarios describe two paths for the 
growth of GNP over the next fifteen years.13 Within the limits set by 
these two scenarios a range of possible adjustment paths exist. At 
some point, when and if the adjustment begins, the path of Irish 
GNP could switch from the High Growth to the Low Growth scenario. 
Possible paths for real GNP implied by these two scenarios are 
shown in Figure 4.7. Our conclusion is that by 2020 Ireland will end 
up closer to the lower growth path for GNP. However, when the 
economy will switch from the high growth path to the lower one, 
will depend on how long the necessary adjustment is delayed in the 
US. In analysing the prospects for the next NDP we use the High 
Growth scenario as a basis and later consider the implications for the 
NDP if the outturn should be closer to the Low Growth scenario. 
Figure 4.7: Alternative Growth Paths for Real GNP 
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T
 future prospects for the Irish economy over two horizons. In 

the first horizon, the seven years 2007 to 2013, if the US economy 
does not adjust over this period, the Irish economy could grow at a 

13 These two paths for GNP do not represent “confidence limits”. It is quite 
possible that GNP could perform better than in the High Growth scenario or worse 
than in the Low Growth scenario. 
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gh Growth scenario provides a forecast for the Irish 
eco

Table 4.1: Fore mmary, High Growth Scenario 

rate slightly above its long-term potential growth rate, averaging 4.4 
per cent per annum. However, such a strong rate of growth, and the 
attendant high immigration flows it would require to maintain 
sufficient labour supply, will put strong pressure on the capacity of 
the economy to accommodate such growth, particularly in the 
housing market and the delivery of infrastructure more generally. In 
addition, the Irish labour market has been operating at close to full 
employment for a number of years so that a further seven years of 
strong growth and low unemployment, coupled with rising 
congestion costs, could see the emergence of a wage-price spiral 
which would eventually challenge the competitiveness of the 
economy.  

The Hi
nomy assuming that the current pattern of growth in the rest of 

the world continues. Here we use this forecast as the basis for our 
analysis of the potential impact of the NDP on the economy. On 
this basis it seems likely that the economy will show quite robust 
growth out to the end of the decade (Table 4.1). This should see 
living standards, measured in terms of the more appropriate 
indicator of GNP per head, also rising quite rapidly by around 3.4 
per cent a year. The growth in output per worker (productivity), 
which has been particularly slow over the first half of the decade, is 
expected to grow at 2.5 per cent a year out to 2010, more in line 
with the pre-1995 experience. The growth in wage rates is expected 
to be between 4 and 4.5 per cent a year for the rest of the decade. 
Given that the rate of inflation is expected to remain close to 2 per 
cent a year, this should see continuing significant rises in real wage 
rates.  
cast Su

 1990-95 1995-00 2000-05 2005-10 
 Ave ual  rage Ann  Growth, %
GNP 4.4 8.8 4 4.9 
GNP per head 3.9 7.7 2.2 3.4 
GNP per worker 2.5 3.7 0.9 2.5 
Non-Agricultural Wage Rates 4.4 6 5.5 4.3 
Consumption Deflator 2.7 3.2 3.4 2.1 
Employment, April 1.9 5 3.1 2.4 
Labour Force, April 1.9 3.4 2.9 2.3 
For end Year: 1995 2000 2005 2010 
Net Immigration, thousands -2 26 53 31 
Unemployment rate, ILO Basis % 12.2 4.3 4.2 3.6 
Balance of Payments, % of GNP 3.2 -0.3 -1.8 0.1 
General Government Balance, % of GNP -2.3 5.1 -0.6 0.3 
Debt/GNP Ratio1

83.6 34.3 22.4 17.2 
Housing Completions 31 50 79 70 
Greenhouse gas emissions relative to 1990 8.2% 28.2% 30.1% 32.4% 
1 The National Pension Reserve Fund has been nett he deed off t bt. 
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In this forecast the Government is assumed to maintain a small 
surplus over the forecast horizon. (Of course, funding the NDP at a 
level to be agreed will have implications for the public finances. This 
issue is dealt with when we analyse different scenarios on the NDP.) 
As a result, the net indebtedness of the Government sector will fall. 
The external balance should remain close to zero in spite of the 
continuing high level of investment in housing. 

After the spectacular employment performance of the recent 
past, growth is expected to revert to a more normal rate of around 
2.4 per cent a year out to 2010. This growth should be accompanied 
by a small fall in the unemployment rate. With the supply of labour 
domestically slowing, this will require a substantial continuing net 
inflow of skilled labour from abroad. However, the fact that GNP 
per head is expected to rise quite rapidly would suggest that the 
additional growth which is made possible by the immigration of 
skilled labour will enhance the living standards of the population as 
a whole. 

After 2010, under this scenario, increasing pressures build up 
within the economy resulting in accelerating inflation, in terms of 
both prices and wages, and a serious loss of competitiveness. The 
tightness of the labour market is reflected in the continuing fall in 
the unemployment rate. The housing market also shows pressures 
with a continuing very high level of output and corresponding 
improbably high prices. All this would suggest that even if the US 
growth were to continue unchecked, the Irish economy could begin 
to encounter serious problems early in the next decade as a result of 
a prolonged period of exceptional growth. 

The likely gradual tightening of the labour market and the 
resulting growth in wage inflation after 2010 under this scenario is 
of serious concern. The loss of competitiveness could obviously 
have significant medium-term consequences for the economy. In 
planning the next NDP, one of the objectives should be to minimise 
any inflationary consequences from undertaking the necessary 
investment. Obviously, the infrastructure when completed will go to 
ease some of these inflationary pressures but the time scale of such 
projects could mean that the short- to medium-term consequences 
of undertaking the investment could, none the less, be inflationary. 
 
 While the High Growth scenario seems the most appropriate when 
looking forward to the end of this decade, there is a significant 
chance that the US economy will begin to adjust to its imbalances 
before the end of the planning horizon for the NDP. As a result, it 
is important to consider how the policy environment would be 
changed by a less favourable economic outturn. The objective 
should be to try and choose a path for the NDP that will be robust 
in the face of economic “surprises”. 

4.3 
 Summary of 

Possible 
Shocks

THE LOW GROWTH SCENARIO 

Over the longer term, the MTR argues that adjustment in the US 
economy is inevitable, albeit that the timing and scale of any such 
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adjustment is uncertain. In the Low Growth scenario it is assumed 
that the adjustment process is gradually spread over a number of 
years beginning in 2007. In practice, if it is to occur, the adjustment 
may be more of a short sharp shock. This could portend a much 
more unpleasant environment for the Irish economy in the year it 
happened, but provided that the sharper adjustment did not 
provoke a collapse in the domestic housing market the more rapid 
restoration of the world to a sustainable growth path could prove 
beneficial. 

Table 4.214 summarises the major aggregates under this Low 
Growth scenario out to 2020. The cost of an immediate US 
adjustment beginning in 2007 is reflected in a fall in the average 
growth rate of Irish GNP to 3.5 per cent per annum between 2005-
10, well below the estimated potential growth rate of 4.4 per cent. 
This underperformance would continue in the opening years of the 
following decade with GNP growing at 3.1 per cent per annum out 
to 2015 against a potential growth rate of 3.5 per cent. Beyond 2015, 
as the US economy returns to a sustainable growth path and begins 
to grow again at near its long-term capacity, the Irish economy 
would also start to pick up. By the end of the next decade the Irish 
growth rate would exceed its potential, catching up on some of the 
lost potential output of the years of adjustment.  

This finding is significant as it suggests that even if there is a less 
favourable than assumed economic outturn there is little danger that 
investment undertaken as part of the NDP will be “wasted”. The 
remaining infrastructure backlog is such that the optimal stock of 
public infrastructure will not have been attained by the end of the 
next NDP, still requiring a continuing elevated level of public 
investment out to 2020.  

Table 4.2:  Low Growth Forecast, Growth in Major Aggregates  
 1995-

2000 
2000-
2005 

2005-
2010 

2010-
2015 

2015-
2020 

Average Annual % Growth      
GDP 9.8 5.4 4.2 4.2 3.2 
GNP 8.8 4.0 3.5 3.5 3.3 
GNDI 8.2 3.5 3.1 3.1 3.4 
GNP per head 7.7 2.2 2.1 2.1 2.2 
Investment/GNP ratio 25.6 28.6 28.6 28.6 26.5 
Personal Consumption 7.7 4.3 2.6 2.6 2.6 
Employment (PES) – % change 5.0 3.1 1.5 1.5 1.4 
Real after tax non-agricultural wage 
rates, % 2.8 2.3 1.5 1.5 1.3 

Non agricultural wage rates % 6.0 5.5 4.1 4.1 3.2 
As Per Cent of GNP   2000   2005   2010   2015   2020 
Balance of payments surplus -0.3 -1.8 -0.4 3.0 6.0 
Debt/GNP ratio 34.3 22.4 18.6 15.5 12.5 

 

The sluggish growth performance in the period after 2007 would 
lead to a rise in unemployment while the adjustment process was 
under way, and a gradual easing of wage inflation. The deterioration 
 
14 Tabulated results for the Low Growth scenario in this chapter are presented using 
five year averages since our focus is on the longer term. 
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in employment prospects and the reduced rate of growth in incomes 
would together feed into a low rate of personal consumption 
growth. Such a dampening of employment prospects relative to the 
past ten years would lead to an easing of net inward migration flows 
relative to those recorded in recent years. While some net 
immigration would be expected to continue, the inflow in 2010 
would be less than half that recorded in 2005 and by 2020 net 
immigration flows could fall to around 13,000. 

This scenario presents a more sombre picture of the prospects 
for the Irish economy over the medium term than in the case of the 
High Growth scenario. As shown in Figure 4.8, during the adjustment 
process for five years the growth in GNP would be significantly 
lower than in the High Growth case. However, after 2012 growth 
would be somewhat higher than in the High Growth scenario, 
although the lost ground of the 2007-2012 period would never be 
fully made up.  

Under this Low Growth scenario, by 2010 the level of GNP would 
be almost 7 per cent lower than in the High Growth scenario with 
90,000 fewer jobs. This sluggishness would be entirely attributable 
to external factors throwing the Irish economy off its current 
growth path. None the less, the results of the High Growth simulation 
point to emerging pressures in the labour market by the end of the 
current decade and suggest that even with a continued benign 
external environment internal pressures could lead to a gradual 
unwinding of Ireland’s competitive position over the longer term. 
Figure 4.8: Alternative Projections for Growth in GNP Per Head 
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SHOCK TO THE HOUSING SECTOR 

In the Irish economy there is a considerable exposure to any 
disturbance affecting the building sector. In the Low Growth scenario 
there would be a rise in unemployment consequent on an economic 
slowdown in 2007, and such a rise could unsettle the confidence of 
the household sector. The demand for housing is particularly 
sensitive to changes in personal disposable income and the increase 
in unemployment could give rise to significant fears among many of 
those still employed about their job security. Given the high level of 
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indebtedness of the household sector, many households are not in a 
good position to sustain a prolonged loss of employment. Such a fall 
in confidence could precipitate a much more dramatic internal 
adjustment process affecting the building and construction sector. 
Some of those who lost their jobs could be forced to sell on a 
market where many potential buyers were holding off buying until 
their own personal position was clarified. Even if the number of 
forced sales were limited, the consequence could be a major fall in 
house prices over a short period of time. 

The MTR examined what would happen if just such a sudden 
loss of confidence did occur in Ireland by calibrating a housing price 
shock with an illustrative fall in house prices of approximately a 
third. A fall in house prices of this magnitude would be within the 
range experienced in many other countries in the past. This 
illustrative fall in house prices would contrast with the steady small 
rise in prices of 2 per cent a year envisaged in the Low Growth 
scenario. This stylised treatment of a housing shock assumes that it 
begins in 2007. However, if it happens at all, it could occur at any 
time over the course of the next NDP.  

Such a sudden large decline in house prices would precipitate a 
rapid adjustment in the output of the building industry. Builders 
would see their profits turning to losses and they would rapidly 
adjust their activity rate. Instead of housing completions falling from 
their peak of between 70,000 and 80,000 next year to around 62,000 
in 2010 as in the Low Growth scenario, they would fall to under 
40,000 in 2009 in the housing shock scenario. This would represent 
a near halving of output over a three-year period. Such a fall in 
output would, in turn, trigger a very large cumulative fall in 
employment in the building and construction sector of 15 per cent 
spread over 2007-09. 

Given that the building sector now represents a very large share 
of the economy, accounting for almost 10 per cent of GVA in 2004 
and almost 13 per cent of total employment, such a large shock to 
that sector would have major consequences for the economy as a 
whole. GNP would grow by only just over 1 per cent in the first 
year (here assumed to be 2007) as a result of the collapse of the 
housing market and it would grow at less than 3 per cent in the 
second year of the shock, 2008. It is only from 2009 onwards that 
the economy would begin to recover with the growth in GNP per 
head rising more rapidly than in the Low Growth case. The 
consequence of this would be that unemployment would rise very 
rapidly to 10 per cent or more from 2008 to 2010. Such a large rise 
in the unemployment rate would further damage confidence in the 
economy and increase uncertainty about the future.  

Many of those who would lose their jobs as a result of such a 
downturn would seek employment outside of Ireland provided that 
the rest of Europe did not also suffer as serious a decline in output. 
The consequence would be that by 2010 net immigration would 
almost cease, further reducing the potential demand for dwellings. 
This reduction in immigration would see a reduction in the 
population below the Low Growth scenario. 
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These simulations suggest that the worst effects of the downturn 
in the housing market would be felt in the first two years. After 
three years the economy would be beginning to recover. An 
important part of the recovery would be a very much lower growth 
in wage rates than is assumed in the Low Growth scenario. The 
reduction in the rate of increase in nominal wage rates, with a small 
fall in nominal wages in 2010, would be a consequence of the very 
high rate of unemployment. By contrast with the 1970s and the 
1980s, today we see a significant Philips curve effect, with wage rates 
responding to unemployment and growing at a slower rate. This 
would help improve the competitiveness of the economy in the 
period after 2010. However, even with an improvement in 
competitiveness it would be some considerable time before 
employment growth in other sectors of the economy would come to 
replace the jobs lost in the building sector. It would probably take 
about five to seven years for the economy to recover fully from this 
very substantial shock, returning employment to near the level it 
would have attained without the collapse in housing prices. 
 
 
DEMOGRAPHIC PROFILE 4.4 

The Context 
for the Plan 

Over the course of the next NDP the population structure will 
remain broadly favourable. However, some changes in the 
demographic profile (Figure 4.9) will have significant implications 
for youth-related spending, such as provision for education and 
childcare. Demographic trends also have important consequences 
for the housing market, which are dealt with in Chapter 13. Finally 
regional demographic changes can have a major impact on 
infrastructure needs, especially on transport and housing. 

The rise in the birth rate since the mid-1990s means that the 
number of young people of school going age will increase over the 
course of the next NDP. The impact of demographic change will 
have substantial implications for education expenditure even if there 
is no improvement in service quality or if participation rates remain 
unchanged. Between 2007 and 2012 the number of children of 
primary school age is projected to increase by 11.6 per cent or by 
46,000, compared to a more modest increase of 1.5 per cent in the 
5-year period prior to that (Table 4.3). Between 2001 and 2006 the 
number of individuals of secondary school age (between 13 and 18 
years) fell by 8.1 per cent, however the magnitude of this decline is 
unlikely to continue and we anticipate that the number of people in 
this age cohort is likely to stabilise between 2007 and 2012. The 
decline in the birth rate from 1980 to the mid-1990s means that the 
number of individuals between the ages of 19 to 22 years is likely to 
continue declining over the course of the next NDP. Although the 
impact of demographic change may moderate spending pressure for 
third-level education, rising participation rates are likely to offset 
this. 
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Figure 4.9: Population Structure 

Source: Medium-Term Review 2005-2012 (2005). 
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Table 4.3: Projected Change in Population of School Going Age, Thousands  

       
Percentage Increase 

Between 

 2007 2008 2009 2010 2011 2012 
2001 and 

2006 
2007 and 

2012 
         
       % % 
Between Ages of 6 and 12 395 401 412 421 431 441 1.5 11.6 
Between Ages of 13 and 18 337 333 331 330 331 336 -8.1 -0.1 
Between Ages of 19 and 22 245 238 234 231 229 227 -5.2 -7.4 

Source: ESRI Demographic Model. 
 

Demographic change will also have a big influence on the 
demand for childcare in the future. The Childcare Census reports 
that 57,000 children were in centre-based childcare in 1999-2000. 
Current figures suggest that by the end of the current NDP the 
numbers will meet the revised target of 31,000 childcare places. 
Combining our population projections for the number of children 
with the forecast percentage requiring centre-based care (see 
Chapter 22, Table 22.3) means that 137,000 places will be required 
by 2012. This means that over the period of the next NDP an 
additional 57,000 places will be required. 

An increase in the provision of childcare facilities of this 
magnitude will necessitate a marked increase in childcare 
employment. Sexton et al. (2004) indicate that employment in 
childcare and related services will increase by 117 per cent or by 
16,000 over the period 2001 to 2010. Traditionally individuals with 
lower levels of educational attainment (Junior Certificate or less) 
have accounted for a significant number of those at work in the 
childcare sector, although more recently an increase in the 
educational attainment of childcare workers has been observed. In 
2000 around 40 per cent of those employed in childcare and related 
services were low skilled, this proportion has been falling steadily 
and in 2004 stood at approximately 20 per cent. This has 
implications for the opportunity cost of high skilled workers going 
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forwards and may lead to substantial upwards pressure on wage 
rates in that sector. 

As discussed above, rising female labour force participation rates, 
which were pivotal to the growth in labour supply in the 1990s, will 
continue to be an important source of future labour supply growth, 
albeit contributing less to labour supply growth than before (see 
Figure 4.4). At present the employment rate for women with 
children under the age of 5 years is 55 per cent and their activity rate 
is 58 per cent.  Any changes in future female participation rates will 
be affected by public policy; in particular, the participation rates of 
mothers will be affected by the availability and conditions of 
childcare. In addition, whether the individual or the State pays for 
the cost of childcare will have a significant impact on female 
participation rates. 

Finally, the rapid economic growth envisaged over the next 
fifteen years will be accompanied by a substantial increase in the 
population, especially the population of working age. The 
implications of this for the housing market are dealt with later in 
Chapter 11. However, the composition of the growth will also have 
implications for the nature and location of the physical development 
that is likely to take place. 

CROWDING OUT 

As discussed above, over the last decade the building industry has 
seen a sustained boom. Housing completions have risen every year 
since 1993 to their current peak of around 80,000 units. As a result, 
as shown in Figure 4.10, the share of GNP accounted for by 
investment in building and construction at 22 per cent in 200515 was 
at an all-time high. While that investment includes a substantial 
input of materials and services, the bulk of those materials were also 
sourced domestically. Thus the share of the economy accounted for 
either directly or indirectly by building and construction is very large. 
It is much greater than the share that is found in other developed 
economies and reflects the huge effort being made by both the 
private and the public sector to rapidly increase Ireland’s capital 
stock. 

While to some extent this dramatic rise in output share has been 
facilitated by immigration, the bulk of the additional resources 
required to accommodate the increase have had to come from other 
sectors, leading to a reallocation of resources within the economy.  
While jobs in manufacturing and building are not necessarily 
interchangeable, it is often the case that they require the same basic 
level of educational qualifications. As a result, over time, this 
reallocation of resources can occur when new job market entrants 
choose employment in the building industry rather than replacing 
those retiring in the manufacturing or services sectors. The boom in 

 
15 This differs from the building sector’s value added as it is calculated as the gross 
output of the sector (total investment in building and construction) including all the 
materials and services used by the sector. 
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the building sector has meant that a significant share of new labour 
market entrants have chosen the building and construction sector 
over manufacturing or services. For example, the number of 
students doing civil engineering has increased while the numbers 
doing electrical and electronic engineering has fallen.16, 17

The key signal to the labour market about the need to reallocate 
resources has been changes in relative wage rates. In Ireland, the 
building and construction sector has seen a rapid rise in wage rates 
relative to the rest of the economy. This has gradually bid resources 
away from other sectors. The resultant reduction in the supply of 
labour available for sectors such as manufacturing has meant that 
employers there have had to compete by also raising their wages. 
This has seen some attrition as firms have closed being unable to 
sustain the higher labour costs. 
 

Figure 4.10: Building and Construction Sector as Per Cent of GNP 
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This natural process whereby an economy reallocates resources 
to areas where prices signal that the value of output is greatest does 
not pose a problem if the change in sectoral composition of output 
is expected to be permanent and sustainable. However, in the Irish 
case the share of resources devoted to building and construction is 
very much higher than the norm for developed economies. In the 
long run the output of the building sector will fall. As a result by 
2020 that sector will account for a much smaller share of national 

 
16 A crude comparison of total number of undergraduate students enrolled in civil 
engineering and electrical and electronic engineering for 1999 and 2003 using HEA 
data shows that the number of civil engineering students increased by 20 per cent 
while the number of electronic and electrical engineering students fell by 5 per cent. 
17 In the case of Ireland, what we do know is that those who lost their jobs over the 
last five years have found suitable employment elsewhere, albeit maybe not in the 
building industry. In turn some of those jobs may have been vacant either because 
previous incumbents had found employment in building or else, more likely, 
because school leavers who would previously have chosen an alternative career 
path, instead chose the building industry. 
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output than today. This will necessitate a rise in the share of the 
output of the economy produced by other sectors including the 
tradable sector, both manufacturing and market services. 

If the fall in the output of the building and construction sector 
occurs suddenly, it may be very difficult to rapidly move resources 
back to manufacturing or services sectors. The businesses that may 
be forced to close because they are no longer competitive as a result 
of the increase in wage rates may not reopen quickly if labour 
market pressures ease. The result could be a substantial period of 
unemployment (and reduced immigration or even emigration) as the 
economy gradually adjusts. 

In addition, a further concern exists about the sustainability of 
the current exceptional allocation of national resources to building 
and construction. As already discussed, the result of the higher cost 
base of the Irish economy arising from the building boom is that 
many firms in the tradable sector have been forced to close. If 
Ireland were financing all of the investment in construction without 
significant foreign borrowing this would not be a major problem. 
However, there are signs that the counterpart to the squeezing of 
the tradable sector of the economy is that the balance of payments 
deficit is deteriorating. If such a deterioration were to continue 
indefinitely, requiring an ever-increasing capital inflow to finance the 
exceptional level of investment, the situation could eventually 
become unsustainable. While as yet this is not a major problem, it 
raises concerns that having seen the closure of significant sections of 
the tradable sector of the economy to make room for increased 
building activity, the reversal of this process at some date in the 
future could prove costly and take some considerable time. 

Finally, the building and construction boom, even if it sucks in 
additional resources from outside Ireland, is putting pressure on the 
economy by increasing congestion and adding to pressure on 
existing infrastructure.  Returning emigrants and immigrant workers 
need accommodation to live here, contributing to pressure on rents 
and housing prices.  The workers in the sector have to commute to 
work and the building and construction sector needs large volumes 
of materials (and equipment) to move around the country thus 
putting additional pressure on roads, transport infrastructure, and 
the environment. A substantial part of the waste stream generated 
by the economy each year comes from the building and construction 
sector. All of these environmental pressures add to costs and, in 
turn, this puts pressure on the tradable sector of the economy. 

Looking forward to 2013, the High Growth scenario shows little 
sign of an easing in the high level of building and construction 
activity. As a result, wage rates will continue to rise more rapidly 
than in our EU partners. This trend loss of competitiveness could 
become even more marked if the High Growth scenario persists after 
2010 out to 2013. The MTR suggests that such a continuation could 
see some further acceleration in the rate of wage inflation reflecting 
increasing labour market pressures.  

This is the context in which the next National Development Plan 
must be viewed. The key concern will be how ambitious a NDP the 
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economy will be able to deliver without putting even greater 
pressure on the tradable sector of the economy through labour 
market tightening. At its simplest, the pressure that the delivery of 
the NDP will put on the economy can be gauged by considering its 
effects on the share of the economy accounted for by the output of 
the building and construction sector. 

UNCERTAINTY ABOUT FUTURE GROWTH 

The analysis above suggests that under the High Growth scenario the 
key issue is the ability of the economy to deliver the required level of 
investment in infrastructure. The constraints are likely to be the 
ability of the building and construction sector to produce the 
required output without serious inflationary consequences for the 
economy as a whole. The ability of the Government sector to 
finance any likely required level of investment is not in doubt under 
this scenario. 

The Low Growth scenario, in particular when combined with a 
housing shock, portrays a very different picture of the economy. 
Under such circumstances the growth in the years immediately 
following such a shock would be well below that envisaged in the 
High Growth scenario. The analysis in the MTR shows that, with 
appropriate policies, the economy would be likely to recover in the 
medium-term making up some of the lost ground. Even under the 
Low Growth scenario the average growth in output (and output per 
head) to 2020 would still be very significant. This suggests that even 
with a negative shock to the economy, reducing growth below 
potential, there will still be a need for very substantial investment in 
infrastructure.  

While this analysis would suggest that the infrastructure gap is 
sufficiently large that it will not be closed over the period to 2013 no 
matter what the likely outturn in terms of growth, there must be 
concern about the ability of the Government sector to finance a 
high level of investment in the face of an albeit temporary 
downturn. Simulations with the HERMES model suggest that even 
with an accommodating fiscal policy, where the deficit was allowed 
to rise as a result of the shock, the General Government Borrowing 
would peak at a deficit of under 3 percentage points of GNP or 
GDP. If the shock were to occur in 2007 the peak effect on 
Government borrowing would be in 2009. Thereafter, as the 
economy recovered, the public finances would gradually return 
towards their original path. However, the debt GNP ratio would end 
up between 10 and 15 percentage points higher than under the High 
Growth scenario. While undesirable, this would not pose major long-
term dangers for the economy. 

What these simulations suggest is that choosing the appropriate 
NDP profile based on the High Growth forecast will be close to a “no 
regrets” policy. Even if the economy is subsequently hit by 
unexpected unpleasant shocks, provided that an appropriate policy 
stance is adopted, there should be no need to reconsider the planned 
infrastructural expenditure. However, as discussed above, prudence 
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would suggest that maintaining a tight fiscal stance under the High 
Growth scenario would be appropriate. Building up a financial 
reserve to be used to fund the NDP in case of unexpectedly low 
growth would provide an important insurance against shocks. Also, 
as discussed below, a tighter fiscal policy today, especially if it is 
achieved by taking money out of the building sector, would reduce 
dangerous inflationary pressures under the High Growth scenario. 
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5. MACROECONOMIC 
IMPACT 

There have been three National Development Plans (NDPs) since 
1989; the third of these, covering the period 2000-2006, is now 
nearing completion. This report considers the preferred 
composition and the likely impact of the fourth NDP covering the 
period 2007-2013. Over the course of the previous three plans the 
prioritisation of different investment channels has slowly evolved. 
Throughout the three NDPs considerable importance has been 
attached to developing human capital. As a result, Ireland devoted a 
higher proportion of its EU Structural Funds to this task than did 
the other cohesion countries (Fitz Gerald, 2006). In the first two 
NDPs, covering the period 1989-1999, continuing attention was 
devoted to support for private sector investment, as well as some 
income support. However, in the third NDP, which is nearing 
completion, these supports were substantially reduced in importance 
and much greater emphasis was given to investment in physical 
infrastructure – both in transport and environmental services. The 
analysis in the Mid-Term Evaluation of the current NDP (2000-2006) 
showed that even after all the progress of the last fifteen years, the 
infrastructural constraint remains the key priority area for further 
investment (Fitz Gerald et al., 2003). The substantial role that these 
NDPs have played in facilitating Ireland’s economic success and the 
strategy for the next NDP is reviewed briefly in Section 5.1. 

A crucial issue in considering the appropriate size and 
configuration of the next National Development Plan (NDP) is the 
macroeconomic context in which it is to be implemented. This 
context will determine the infrastructure needs that the NDP must 
address; the rapid growth of the last decade has meant that the 
economy has, in a sense, “outgrown its clothes”. The prospect of 
continuing significant growth over the coming decade means that 
these infrastructural needs will continue to grow. However, delivery 
of the NDP investment will require major resources, so that the 
macroeconomic context will itself affect the cost of the planned 
investment. 

In Section 5.2 we outline briefly our “recommended NDP” 
which is based on the detailed analysis of individual programmes, 
covered in later chapters. This “recommended” profile takes 
account of the supply constraints that the macroeconomic analysis 
in Chapter 4 has raised.  

The potential effects of the 2007-2013 NDP on the output 
capacity of the Irish economy in the longer term are examined in 
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Section 5.3. This analysis compares the likely trajectory of economic 
growth over the next fifteen years where the “recommended” NDP 
is implemented against the counterfactual where the NDP is not 
implemented and the infrastructural constraint proves ever more 
restrictive on growth.  

If the necessary infrastructure could be bought ready-made from 
a supermarket then the optimal strategy would be to undertake the 
investment very rapidly. However, the bulk of the infrastructure has 
to be produced domestically, in particular by the building sector. 
This means that the more rapid the deployment of new 
infrastructure the greater the share of national resources that have to 
be diverted away from other sectors of the economy to produce the 
infrastructure. In Section 5.4 we consider the implications of 
undertaking an even more ambitious investment programme and 
compare the results to those of the “recommended” NDP analysed 
in Section 5.3. In this case the more ambitious programme 
considered is that outlined in the multi-annual capital investment 
framework (MACIF), published in Budget 2006. The results of this 
analysis suggests that such an ambitious programme, if delivered 
without accompanying fiscal measures, would produce unacceptable 
inflationary pressures. 

Section 5.5 provides some conclusions concerning the next NDP 
and the capacity of the economy to deliver an appropriate level of 
investment. 

 
 The evolving priorities of successive NDPs reflected the changing 

needs of the economy over the last seventeen years. The recent Mid-
Term Evaluation of the National Development Plan and Community Support 
Framework for Ireland 2000 to 2006 (Fitz Gerald et al., 2003) suggested 
a high rate of return on investment in human capital and in physical 
infrastructure (see also the discussion of these results in Chapter 2). 
However, it suggested that there was a generally lower rate of return 
on aid to the private sector, with the exception of support for R&D. 
This reflected the limited evidence of continuing market failure that 
would justify such aid. As a result, it was recommended that funding 
be redirected to human capital and physical infrastructure over the 
remainder of the current NDP. This recommendation remains 
appropriate for the next NDP. 

5.1 
Strategy of 

Previous 
National 

Development 
Plans

The strategy of targeting investment in physical infrastructure has 
evolved over time. In the second NDP, covering the period 1993-
1999, the importance of developing the primary road system was 
given priority. The key justification for this prioritisation was that 
the existing poor roads infrastructure placed a constraint on normal 
economic activity, in particular on the activity of firms involved in 
exporting (Fitz Gerald and Keegan, 1993) (Fitz Gerald and Shortall, 
1998). To ensure good value for money a methodology was 
developed by the National Roads Authority (NRA), which allowed 
for the prioritisation of the roads investment on a systematic basis. 
The methodology remains as relevant today as when it was used to 
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prioritise investment under the current NDP. (Fitz Gerald et al., 
2003.) 

By the late 1990s it was becoming apparent to many economic 
agents, including all the social partners, that the poor quality of all 
transport infrastructure was constraining economic development, 
not just because it posed obstacles for exporters, but also because it 
was affecting labour supply (Fitz Gerald et al., 1999). This latter 
effect was due to rising commuting times and the limited supply of 
housing at reasonable cost in the vicinity of the growth poles for 
new employment.  

This does not mean that the emphasis on investment in 
upgrading the national primary road system was wrong. On the 
contrary, with the benefit of hindsight it would probably have been 
appropriate to have invested even more Irish taxpayers funds in the 
second half of the 1990s in upgrading the road system than was 
actually the case. However, the changing economic circumstances 
meant that there was also a growing need to provide the public 
infrastructure necessary to allow the rapid development of 
sustainable cities. In particular, there was a need to focus more on 
investment in public transport, as well as completing the necessary 
upgrading of the environmental services infrastructure to facilitate 
the huge private sector investment in housing. The absence of 
appropriate public transport infrastructure was perceived as having a 
serious negative impact on labour supply, affecting overall 
competitiveness (Fitz Gerald et al., 1999). 

The current NDP has prioritised the completion of the urban 
primary road system, which will now be achieved during the course 
of the next NDP. This is still the top priority for investment in 
physical infrastructure because the completion of the final links in 
key networks, such as the roads system, produces particularly high 
returns. 

An increased priority has been accorded to public transport in 
the current NDP, although, as indicated in the Mid-Term Evaluation 
(Fitz Gerald et al., 2003), there were concerns about the process of 
project selection and related concerns about value for money. None 
the less, the importance of developing the necessary public transport 
infrastructure to support in a sustainable manner the prospective 
economic and demographic expansion was acknowledged as is the 
case with major roads investment. A comprehensive system for 
prioritisation of public transport investment is necessary. 

In the ex ante study for the second NDP (Fitz Gerald and 
Keegan, 1993) concerns were expressed about the prioritisation of 
environmental services investment, which was primarily driven by 
the need to comply with the EU Urban Waste Water Directive 
(UWWD) rather than by Irish environmental priorities, or the need 
to provide for prospective economic development. As a result, 
despite major investment in the intervening period, there remain 
serious problems with pollution of rivers and lakes and there is also 
a need for additional investment to provide water for new residential 
and commercial developments. None the less, since Ireland is now 
largely compliant with the EU directive, these priorities can be 
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funded within a reduced envelope for investment in this area in the 
next NDP. 

The report on investment priorities (Fitz Gerald et al., 1999), 
which preceded the current NDP, identified for the first time a 
major role for investment in research and development. The 
importance of such investment in building competitiveness has 
more recently been acknowledged in the Lisbon Agenda. 
Investment under this heading has risen rapidly under the current 
NDP and it will remain an important objective for funding under 
the next NDP (albeit, that the sums involved are small when 
compared to areas such as transport). Going forward it will be 
necessary to ensure value for money for such investments, 
particularly through increased commercialisation (see Chapter 19).  

Investment in human capital – both in training and education – 
has been central to all three NDPs. The analysis of investment in 
human capital has been complicated by the fact that much of 
primary and secondary education has not been treated as part of the 
NDP process. The research evidence continues to point to the 
importance of raising educational attainment, especially for early 
school leavers (see Breen and Shortall (1992) and Bergin and 
Kearney (2004) on the economy-wide returns to investment in 
human capital). Because the numbers in the first and second-level 
systems have declined and the numbers of young adults are currently 
declining, the pressures on the educational system have been limited. 
This has allowed some increase in investment per head in human 
capital without requiring a major increase in funding under the 
current NDP. While the evolving demographics over the course of 
the next NDP will if anything ease pressures, especially on the third- 
level system, continuing economic development will require further 
investment in human capital. The importance of this form of 
investment in underpinning the success of the economy was 
analysed in the Mid-Term Evaluation, (Fitz Gerald et al., 2003) and 
these results have been further examined in Bergin and Kearney, 
2004. 

While the overall strategy pursued under successive National 
Development Plans was appropriate, with the benefit of hindsight 
some limited problems can be identified. In the second NDP the 
level of investment, especially in transport infrastructure, was not 
sufficiently adventurous. In the current NDP the level of investment 
in physical infrastructure was, if anything, ramped up too rapidly 
with significant inflationary consequences. While the stance of fiscal 
policy under the first two NDPs was supportive of their objectives, 
under the current NDP fiscal policy has aggravated the inflationary 
consequences of the investment expenditure. This has reduced the 
albeit high rate of return below what might otherwise have been 
obtained. Finally, in programmes where there has been a major 
increase in levels of public investment in a short space of time there 
have in a number of cases been problems with project management. 

For the next NDP the strategy remains rather similar to that 
identified in the Mid-Term Evaluation of the current NDP. There is a 
need to complete the investment in the major primary roads as soon 
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as possible. To provide for sustainable economic development over 
the coming decades there is a need to invest effectively in public 
transport serving major urban areas, especially Dublin. Investment 
in R&D and human capital also remains an important priority. With 
the achievement of compliance with the EU urban waste water 
directive there can be some slowdown in investment in that area in 
the next NDP. Generally, with the economy operating at close to 
capacity direct supports for the business sector ranging from 
manufacturing to tourism and agriculture should be phased out.  

This report concentrates principally on the areas of infrastructure 
directly under state control. However, there are a number of other 
crucial areas where the infrastructure will be provided on a 
commercial basis – energy and telecommunications. In these cases 
the state has an important regulatory role to ensure that market 
failures do not prevent the crucial investment being undertaken 
within the necessary time scale. 

As identified in Chapter 11, if the NDP is to address the 
infrastructural needs of the economy effectively a series of 
supporting measures will be required. Many of these measures were 
identified in previous reports (Fitz Gerald et al., 1999 and Fitz 
Gerald et al., 2003) but have not yet been fully implemented. The 
success of the next NDP will necessitate closer attention being paid 
to such measures if the best results are to be obtained from the 
planned huge investment programme. 

 
 One of the tasks of this report is to consider what level of public 

investment would be most appropriate given the likely trajectory of 
the economy over the coming fifteen years. While significant 
progress has been made over the current NDP in tackling the 
existing large deficit in infrastructure, it is clear that much more still 
needs to be done. If infrastructure could be bought ready-made and 
installed without cost then the answer would be somewhat simpler 
than is the case in the real world. The only task would be to 
determine the optimal stock of infrastructure, given its cost and 
likely rate of return. However, because the infrastructure has to be 
largely produced in Ireland it takes time to implement investment 
decisions. Also, because production of infrastructure uses up 
resources that could be used for other purposes there is an 
opportunity cost to undertaking the investment. Even if it can be 
shown that for an individual project the cost-benefit ratio strongly 
favours investing, because the cost is itself affected by the speed 
with which the investment is undertaken, the optimal time path for 
that investment is not necessarily clear. In some cases a slower 
implementation would so reduce the cost that this saving would 
more than offset delaying the benefits from the introduction of the 
new infrastructure. 

5.2 
Summary of 

Recommended 
NDP 

In this section we set out a very brief summary of our 
recommended profile for the NDP. This recommended profile is 
built on the basis of the detailed microeconomic recommendations 
for individual investment categories set out in subsequent chapters. 
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Given the macroeconomic implication of the implied large 
investment programme the microeconomic recommendations also 
take account of the supply constraints that the analysis in Chapter 4 
has highlighted. This “recommended” NDP, if implemented, would 
permit a major increase in the output capacity of the economy. It 
should allow for the completion of the ongoing programme to 
upgrade the key primary road system and it should also allow major 
improvements in public transport, though these will not be 
completed until close to the end of the next decade. The planned 
investment in education, training and R&D should prepare the 
labour force for the needs of the changing economy of the next 
decade. 

The recommended profile for public investment assumes that no 
supporting fiscal policy measures are introduced to release extra 
capacity in the economy. As indicated later, if fiscal policy were 
tightened or special measures were taken to free up capacity in the 
building and construction sector in particular, an even more 
ambitious Plan could be entertained. 
Where there is an enduring large infrastructure deficit we have also 
taken into account two additional considerations: 

1. Sectors where the desired investment is increased at a 
particularly rapid rate are subjected to scrutiny. This reflects 
past experience showing that there can be serious project 
management problems with dramatic changes in the pace of 
investment. 

2. Where the cost-benefit analysis is as yet incomplete it is 
premature to commit to large investment programmes. This 
applies particularly in the case of investment in 
environmental infrastructure and transport. In the case of 
transport, while a significant amount of work has been 
undertaken, there is as yet no comprehensive framework for 
assessing the costs and benefits of the full programme of 
investment considered as a whole (in contrast with the case 
of roads). There also needs to be a centralisation of the 
process of cost-benefit analysis, preferably under the aegis 
of the Department of Finance, to ensure a standardisation 
in approach. 

Table 5.1 shows the broad outlines of the “recommended” NDP 
for 2007-2013. The key points in the recommendations are set out 
below. 

As shown in Table 5.1, this report recommends a major increase 
in investment on transport. This should allow the completion of the 
programme of upgrading the primary road system over the course of 
the next NDP. It should also allow an ambitious programme of 
investment in public transport, which should provide for sustainable 
economic growth beyond the end of the next decade. However, this 
programme should be rear-end loaded within the next NDP, as the 
necessary analysis to support such a programme has not been 
completed and, previous dramatic increases in the tempo of 
investment in transport infrastructure have given rise to project 
management problems. As discussed later, this means that, as 
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envisaged by the Minister for Finance, all transport projects should 
undergo a rigorous cost-benefit analysis, preferably overseen by the 
Department of Finance. On the basis of this analysis, and assuming 
that the projects pass the required rate of return, the highest value 
projects should be undertaken during the course of the next NDP. 
Where projects pass the rate of return test but have a lower expected 
value they should be undertaken as part of the NDP beginning in 
2014. 

This report recommends a 10 per cent cut in expenditure on 
public investment in housing, not because such housing does not 
bring significant social benefits, but rather because the economy 
does not have the capacity to deliver such a higher level of 
investment without more severe inflationary consequences.  
Table 5.1: “Recommended” NDP Government Capital Expenditure,  

€ Millions 

  2007-2013, Annual Average at 2006 Prices 
    2006 Recommended 

Transport 2,555 3,374 
Housing 1,245 1,133 
Public Administration 1,029 1,125 
Health 645 721 
Education 684 858 
Enterprise Sector 601 521 
Agriculture 214 174 
Environment 590 497 
Total 7,563 8,403 

 
The investment in public administration has not been analysed in 

this report as it is not part of the NDP, though it is part of the 
Multi-Annual Capital Investment Framework (MACIF). The 
provision included above in Table 5.1 is taken from the Multi-Annual 
Capital Investment Framework (MACIF) published as part of Budget 
2006. However, it has significance for the NDP because of the large 
size of the planned investment, nearly all of it in building and 
construction. It includes a provision of up to €1 billion over the 
course of the next NDP to provide for decentralisation. If the 
provision for investment in public administration could be 
substantially reduced it would release resources to be used elsewhere 
in the NDP.  

For investment in health infrastructure there is provision for a 
volume increase for the “recommended” NDP. The rationale for 
this is shown later in Chapter 21.  

This report also proposes a significant increase in investment in 
education infrastructure. 

In the case of investment in the enterprise sector, including 
agriculture, but excluding R&D, it is recommended that expenditure 
should be cut back over the course of the next NDP. The role of 
the state is to provide the appropriate context for the business 
sector to operate. The direct investment by the business sector 
should then be determined by that sector depending on its likely 
commercial profitability. The same rules should be applied to the 
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energy and telecommunications sectors as to the rest of the business 
sector – no direct support by the taxpayer. With the economy 
continuing to run at capacity over most of the current NDP, the 
arguments previously advanced for providing direct support for 
commercial activity are further reduced. 

This report also recommends a significant reduction in 
investment in environmental infrastructure. This recommended 
reduction takes account of the fact that the requirements of the EU 
Urban Waste Water Directive (UWWD) are now nearly achieved. In 
addition, the cost-benefit analysis to support such a continuing high 
level of investment is not as yet available.  

 
 In this section we examine the likely long-term impact of the 

“recommended” NDP on the macroeconomy. In undertaking this 
task we have considered in detail the channels through which the 
detailed programmes of investment, outlined in later chapters would 
impact on the economy. (The same methodology has been 
employed in this report as was used in Honohan (1997), Fitz Gerald 
et al. (1999) and in Fitz Gerald et al. (2003)). Here we consider in a 
stylised way the likely macroeconomic benefits of the 
“recommended” NDP. It is these permanent benefits, enhancing 
the productive capacity of the economy which should be crucial in 
prioritising individual investment projects in the next NDP.   

5.3 
Effects of 

Recommended 
NDP

In undertaking this analysis we first consider the short-term 
demand side impact of the investment, including the impact on 
inflation. This is important to establish the feasibility of the planned 
investment in the context of the prospect of continued rapid growth 
in the economy.  

Having considered the demand side impact – the direct effects of 
spending the money – we then analyse the likely supply side impact 
of such an NDP – its raison d’être. This provides a measure of the 
return on the large sums of money to be invested as part of our 
“recommended” NDP.  

All of this analysis is undertaken using the HERMES 
macroeconomic model. While necessarily unrealistic, we adopt the 
stylised approach used in all previous studies where the path of the 
economy assuming the NDP is implemented is compared to the 
counterfactual path it would follow if none of the investment in the 
“recommended” NDP were to take place. This stylised approach is 
necessary to identify the difference that the NDP makes to the Irish 
economy.  

Obviously such an approach is utterly unrealistic – no 
Government would choose to undertake no capital investment. 
However, it does give an idea of the important long-term 
contribution to growth of the NDP process. With appropriate 
scaling these results can be used to estimate what the impact would 
be on the economy of a marginal increase or decrease in the NDP.  

In the figures and tables shown here the effects of the NDP are 
shown as changes in levels compared to the stylised base of “no 
NDP”. Table 5.1 summarised the Government Capital Expenditure 
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elements of this “recommended” NDP and compared them to the 
allocations for 2006. Figure 5.1 shows the “recommended” NDP 
Capital Expenditure as a share of GNP over the period 2007-2013. 
On the basis of the macroeconomic scenario used, NDP Capital 
Expenditure would lie in the region of 4.5 to 5.2 per cent of GNP 
out to 2013.18  
Figure 5.1: Public Capital Programme as Percentage of GNP 
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Figure 5.2: Investment in Building and Construction as Percentage 
of GNP 
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18 The figure also shows the higher multi-annual capital investment framework (MACIF, 
published with Budget 2006), level of investment discussed later in this chapter, 
which would see the share of NDP Capital Expenditure rising from its current high 
level of 5.4 per cent of GNP to 6.3 per cent by 2009. 
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Figure 5.2 shows the resulting aggregate level of building and 
construction investment in the economy as a percentage of GNP. 
This shows that under the “recommended” NDP, if the economy 
continues to grow rapidly compared to 2006, such investment will 
marginally increase its share of GNP by 2012. This analysis suggests 
that in the context of continuing rapid growth in the economy and a 
high level of private investment, the “recommended” level of 
investment under the NDP is probably as large as the economy can 
safely absorb. 

The level of investment envisaged in the “recommended NDP” 
coincidentally turns out to be very similar in magnitude to the 
profile for public investment assumed in the recent MTR High 
Growth scenario. Thus, the outlook under the High Growth scenario, 
discussed above in Chapter 4, is consistent with this configuration 
for the NDP. The resulting forecast for the period to 2015 is shown 
in Table 4.1. 

Under this scenario non-agricultural wages would rise at almost 7 
per cent a year in the period 2010 to 2015. As discussed in the 
Medium-Term Review such a rate of growth would not be sustainable. 
This lack of sustainability would have more deep-rooted causes than 
the NDP and, as discussed in the MTR it is suggested that over the 
course of the next NDP the economy could find itself moving 
towards the MTR Low Growth scenario. However, as discussed above 
such a scenario would also be compatible with an NDP along the 
lines of that recommended in this report. 

ASSUMPTIONS ON “RECOMMENDED” NDP 

In this section we assess the full macroeconomic impact of the 
“recommended” NDP on the economy. We use the MTR High 
Growth scenario as the benchmark “with NDP” scenario, and then 
examine the effects on the economy with the NDP 2007-2013 
expenditures set to zero. In addition to quantifying the demand side 
impact of the “recommended” NDP on the economy, we also 
estimate the crucial supply side effect of these investments, which 
can be regarded as a measure of the “rate of return” on the public 
investment. The supply side impact is the sustained increase in GNP 
(and other key variables) when the investment has been completed. 
It may take some time after the completion of the investment before 
the full supply side benefits are complete. The long-term supply side 
effect is the key measure of the success of the NDP over the longer 
term. 

The “recommended” NDP is equivalent to an average of 
between 4.5 and 5.2 per cent of GNP per annum over the period 
2007-2013 (Figure 5.1). This represents an important stimulus to the 
economy. In order to estimate the demand side effects of these 
expenditures we prepared stylised annual expenditure numbers as 
shown in Table 5.2. The largest single item of capital expenditure, 30 
per cent of the total, is Government investment on transport 
infrastructure. Other significant items include current (16 per cent) 
and capital (14 per cent) expenditure on health and education and 
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investment in housing (11 per cent) and public administration (11 
per cent). 

Table 5.2: “Recommended” NDP 2007-2013, Current Prices 
    2006    2007   2008   2009   2010   2011   2012   2013 
         
Current Expenditure         
R&D 449 507 573 648 732 827 935 1,056 
Education 1,795 1,829 1,864 1,899 1,935 1,972 2,009 2,048 
Other Current  239 258 279 301 325 351 379 409 
         
Total Current 2,483 2,594 2,716 2,848 2,992 3,150 3,323 3,513 
         
Capital Expenditure         
Housing 1,245 1,168 1,232 1,310 1,401 1,495 1,595 1,698 
Public Administration 1,029 1,143 1,159 1,178 1,206 1,239 1,280 1,325 
Health and Education 1,329 1,401 1,705 1,710 1,745 1,783 1,821 1,871 
Transport 2,555 2,725 2,923 3,299 3,756 4,214 4,294 45,70 
Enterprise Sector 601 592 580 567 557 547 538 531 
Agriculture 214 207 200 193 186 180 175 169 
Environment 590 573 557 542 532 524 517 510 
         
Total Capital 7,563 7,809 8,356 8,799 9,384 9,982 10,219 10,675 
         
Total Expenditure 10,046 10,403 11,072 11,283 12,376 13,132 13,542 14,188 

 
In considering the long-term impact of the “recommended” 

NDP on the economy we consider three main channels, namely, 
infrastructural investment (roads and public transport), human 
capital and aids to the private sector. We follow closely the 
methodology adopted in the mid-term evaluation of the previous 
NDP (Fitz Gerald et al., 2003) as summarised briefly here.   

As discussed in Fitz Gerald et al. (2003), p. 63, in quantifying the 
supply-side effect of roads investment, we apply an elasticity of 0.5 
for manufacturing value added, and 0.25 for market services value 
added with respect to investment in roads. Combining these effects 
gives an implied realised rate of return on this investment of about 
25 per cent. In addition to this direct productivity effect, the 
alleviation of congestion will reduce consumer costs. To capture this 
we include a realised rate of return (1.25) on this investment applied 
to consumer prices. In quantifying the effect of public transport 
investment we apply a rate of return of 7.5 per cent, similar to that 
used in the previous Mid-Term Evaluation (Honohan, 1997). Because 
of the major share of the NDP expenditure to be devoted to this 
type of investment it would be appropriate to undertake further 
research into the appropriate rate of return to use in future. This 
feeds through directly into an increase in output potential in the 
market services’ transport and communications sector. 

Human capital investment includes all expenditure on education 
and training. These investments will raise educational throughput, 
with consequent increases in skilled labour, a fall in the 
skilled/unskilled wage rate and a rise in labour force participation. 
This is estimated to lead to a cumulative total productivity increase 
of around 0.6 per cent. We implement this long-term productivity 
increase in the HERMES model in both the manufacturing and 
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market services sectors, introducing it gradually until it reaches its 
full impact in 2020. Because there is a time delay involved in the 
education and training process, we only begin to implement this 
productivity effect in 2013.  

Finally spending on R&D and investment in the enterprise sector 
are both treated as an aid to the private sector helping to stimulate 
investment, thereby increasing productivity and reducing costs. This 
investment is assumed to have a long-run return, similar to that used 
in previous Mid-Term Evaluations of about 7.5 per cent (Fitz Gerald et 
al., 2003, Honohan, 1997). 

DEMAND SIDE EFFECTS 

Figure 5.3 summarises the results for the demand and the supply 
side effects. Here we first consider the short-term demand side 
effects. These effects are calculated against the stylised base of “no 
expenditure”.19 The cumulative demand side effects of the NDP 
raises GNP by less than one half of a percentage point by 2013. 
However the supply side effects20 are substantial and lead to an 
increase in GNP of almost 2 percentage points by 2020. As is clear 
from the graph, the full supply side effects are not even complete by 
2020. In the very long run the increase in GNP would probably 
settle at somewhere between 2 per cent and 3 per cent. 
Figure 5.3: Total Effects of the “Recommended” NDP on GNP 
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 The cumulative demand side effect of the “recommended” 

NDP on GNP is very small by 2013 at under 0.5 per cent above the 
base line. Initially the impact is sizeable, in the first two years GNP 
is more than 3.5 percentage points higher than in the base. This is 
closer to the initial demand-side injection; while the actual size of 
 
19 The need to use this counterfactual as the baseline for the estimation of the 
effects of the NDP was discussed earlier. 
20 These supply side effects include the demand side effects in the period 2007-
2013. 
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the “recommended” NDP is in the order of 5.0 per cent per annum, 
the demand-side impact in an open economy will be lower due inter 
alia to leakage through imports of capital goods and material inputs.  

However, the positive demand side impact declines very rapidly 
in magnitude in the ensuing years because of the inflationary effect, 
principally on wage rates. The rise in building employment leads to a 
strong growth in wages, leaving the level of non-agricultural wage 
rates almost 20 percentage points higher than would otherwise be 
the case by 2013 (Table 5.3). This in turn reduces competitiveness 
dramatically and leads to crowding out of the manufacturing sector. 
Notably the “recommended” NDP has a negative impact on 
manufacturing employment in the short term, which will be 55,000 
lower by 2013. This crowding out effect is much stronger than in 
any of the previous NDPs.  

The dramatic difference between demand side effects in this 
NDP relative to results in previous studies prompted us to explore 
further the reasons why this is occurring, starting with the 
hypothesis that this is being driven by a strong crowding out effect, 
which implies that the key constraint lies in the labour market. To 
investigate this we simulated the demand side effects of the 
“recommended” NDP holding the unemployment rate constant. 
This should prevent a rapid rise in wage rates (through the Philips 
curve), the cause of the deterioration in competitiveness in other 
sectors of the economy. 

The results are shown in Figure 5.4. They suggest that the 
demand side effects of the “recommended” NDP on GNP (2.4 per 
cent) would be around 2 percentage points higher by 2013 were it 
not for the labour market constraint. This is because the tightness of 
the labour market means that increased demand tends to feed into 
increased wages. In the past when we assessed the likely demand 
impact of previous NDPs there was greater spare capacity in the 
economy and the inflationary consequences of any demand stimulus 
was much more attenuated. 
Figure 5.4: Effects of Labour Market Constraint on GNP Effects of 

the “Recommended” NDP 
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Table 5.3: Short-Run Effect of the “Recommended” NDP on Key Variables 

 2007 2008 2009 2010 2011 2012 2013 
GDP (%) 3.9 3.8 3.6 3.2 2.5 1.8 1.1 
GNP (%) 3.7 3.6 3.2 2.8 2.0 1.2 0.4 
Balance of Payments as % of GNP -3.5 -3.7 -4.1 -4.7 -5.2 -5.5 -5.8 
Exchequer Surplus as % of GNP -5.2 -4.7 -5.7 -6.0 -6.2 -6.0 -6.2 
Debt-GNP Ratio as % of GNP 4.2 8.7 13.5 18.4 23.3 27.6 31.8 
Consumer Prices (%) -0.2 -0.2 2.9 6.1 8.6 10.3 11.6 
Total Investment (%) 18.5 19.4 20.4 21.1 20.7 19.7 18.8 
Manufacturing Employment (thousands) 0.1 0.5 -8.9 -21.3 -33.3 -44.2 -54.9 
Building Employment (thousands) 59.5 63.4 68.4 74.2 77.8 76.7 76.0 
Labour Force (%) 0.6 0.6 0.4 0.4 0.6 1.0 1.3 
Net Migration (thousands) 0.0 0.4 1.1 -6.2 -12.8 -16.4 -17.8 
Unemployment Rate (% of Labour 

Force) -5.4 -5.8 -4.1 -2.7 -1.8 -1.6 -0.7 
Non-Agricultural Wages (%) -0.2 -0.2 5.4 11.0 15.1 17.8 19.6 
Investment Deflator (%) 0.6 1.4 3.9 7.7 10.9 13.2 14.4 
New House Prices (%) 5.3 7.4 11.9 17.8 21.9 24.4 25.2 

SUPPLY SIDE EFFECTS 

At the heart of any extensive investment programme is an objective 
to boost the economy’s long-run growth potential. The best 
performance indicator of the success or failure of this objective is 
the impact on GNP and GDP. In Figure 5.5 we show the impact of 
the “recommended” NDP on the level of GNP and GDP beyond 
2013 when the investment programme of the next NDP will be 
complete. The effects are shown relative to a base of what would 
have happened without the NDP. This indicates that the supply-side 
effects take some time to fully work through the economy. It is only 
from 2015 onwards that the long-run impact of the “recommended” 
NDP begins to be seen. (Part of the slow response is due to the fact 
that it is assumed that the investment in human capital does not 
begin to produce a return till after 2013.21) Indeed even by 2020 the 
effects on GDP and GNP would not yet have reached equilibrium 
with both trajectories still on an upward path. However, by the end 
of the period the positive impact of the supply side effects will 
emerge as the public finances end up with a larger surplus (smaller 
deficit) due to the stronger performance of the economy consequent 
on the “recommended” NDP investment (Figure 5.6). 
 
 
 
 
 
 

 
21 It takes time for those in the educational system to move into paid employment. 
In addition, investment in the human capital of the cohort of 20 year olds will 
continue to add to their productivity while that cohort are still in the labour force – 
for roughly another 45 years. 
   This is the assumption used in all previous analysis of NDP’s. It allows direct 
comparison of the results here with previous such studies. 
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Figure 5.5: Impact of the “Recommended” NDP on GDP and GNP 
Relative to Base 
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Figure 5.6: Impact of the “Recommended” NDP on Balance of 
Payments and Government Surplus Relative to Base 
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 The cumulative expenditure on the “recommended” NDP over 
the period 2007 to 2013 would amount to a little under 29 per cent 
of GDP with a long-run sustained increase in GDP of around 2 per 
cent.22 Without making an allowance for the timing of the costs and 
the benefits this would suggest a crude rate of return of around 7.5 
per cent. This return would eventually be significantly higher since it 
is clear from Figure 5.5 that by 2020 GDP would not yet have 
reached its equilibrium level. In addition, the model does not fully 
take account of the extent to which the new investment results in an 

 
22 For simplicity we have not applied an appropriate rate of discount to future costs 
and benefits. However, it would make little difference to the overall conclusions. 
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outward shift in the production frontier, reducing the long-term 
inflationary pressures. 

As shown in Table 5.4, over the long term the inflationary effects 
of the “recommended” NDP would persist with prices and wages 
up by 6.2 per cent and 11.7 per cent respectively by 2020. The 
strong employment effects of the “recommended” NDP in the 
building sector would fall off beyond 2013, however, employment in 
the manufacturing sector, having been crowded out by the demand 
side impact of the “recommended” NDP, would not have fully 
recovered by 2020 compared to the base. While the productivity 
effects of increases in human capital, infrastructure and aids to the 
private sector together would ensure a long-run positive effect on 
output by 2020, the unemployment rate would still be higher than in 
the base. However, as the economy further adjusts over the 2020s 
the excess unemployment would be eliminated.23

Table 5.4: Long-Run Effect of the “Recommended” NDP on Key 
Macroeconomic Variables Relative to Base 

 2010 2013 2015 2020 

GDP (%) 6.1 4.2 1.2 2.2 

GNP (%) 5.8 4.0 0.9 1.9 

Balance of Payments (as % of GNP) -3.7 -5.0 -1.6 -0.5 

Exchequer Surplus (as % of GNP) -5.3 -5.4 -0.6 0.2 

Debt-GNP Ratio as % of GNP 16.4 28.0 23.7 14.1 

Consumer Prices (%) 4.9 11.6 13.2 6.2 

Industrial Output (%) 6.4 2.3 -1.8 0.4 

Market Services Output (%) 5.3 4.3 2.6 3.2 
Manufacturing Employment 

(thousands) -12.8 -44.7 -63.0 -15.5 

Building Employment (thousands) 78.4 82.8 7.8 3.7 

Labour Force (%) 0.7 1.8 2.1 3.5 

Net Migration (thousands) -6.4 -21.3 -24.8 -0.8 

Unemployment Rate (% of labour force) -4.1 -1.8 4.8 1.3 

Non-Agricultural Wages (%) 10.3 21.6 24.8 11.7 

New House Prices (%) 19.0 29.2 26.8 11.0 

 

 

 

 

 

 

 

 
23 This result is not considered significant as it arises from the artificial effects of 
different lag lengths assumed in the wage formation process and in determining 
labour supply. 
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Figure 5.7: Impact of the “Recommended” NDP on Unemployment 
Rate Relative to Base 
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It is interesting to note the time-path of these effects. Initially the 

NDP substantially raises employment in the building and 
construction sector, resulting in a fall in unemployment. However, 
the reduction in unemployment and the related higher wage rates, in 
turn, encourages more immigration and higher labour force 
participation by women, which gradually restores the unemployment 
level back to where it would have been without the NDP. Once the 
initial demand-side stimulus ends after 2013, this process is reversed; 
there would be an increase in the unemployment rate peaking at 4.8 
percentage points of the labour force (Figure 5.7) in 2015 above the 
base of no NDP. Thereafter, it would fall back towards its long-run 
equilibrium through lower immigration. This is mainly due to the 
assumption that all investment under the NDP ceases after 2013, 
resulting in a sudden fall in building sector employment.24  

 In the long run the improvement in competitiveness, arising 
from the “recommended” NDP, results in a marginal increase in 
value added in industry by 2020. Output in the market services 
sector is over 3.2 per cent above the “no NDP” levels. This is due to 
some direct supply-side effects from the “recommended” NDP, but 
also to the indirect multiplier effects of the demand stimulus to the 
economy. 

Despite an initial deterioration in the public finances due to 
funding the “recommended” NDP, the long-run consequences for 
the public finances are positive due to the high rate of return on 
these investments. By 2020 the exchequer surplus as a percentage of 

24 In practise there will be another NDP after 2013, albeit of a different magnitude 
and no such discontinuity will be observed. However, this assumption of a sudden 
discontinuity is essential to allow us to identify the effects of the 2007-2013 NDP 
on its own. 
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GNP would be one-half of a percentage point higher and the 
debt/GNP ratio, having risen by over 28 percentage points in 2013 
would begin to adjust downwards rapidly so that by 2020 it would 
be only 14 percentage points higher. This reflects the revenue 
buoyancy consequent on the long-run stimulus to the economy 
through positive supply-side effects. 

EFFECTS OF TAXATION TO REDUCE PRIVATE DEMAND 
FOR BUILDING 

One option, albeit an unpalatable option, to ensure that adequate 
productive resources are made available for the NDP would be to 
take action to reduce private sector demand for the output of the 
building sector. If sufficient resources were freed up in the building 
industry to undertake the necessary public investment this would 
mean that the pressures on the labour market, and hence on the 
tradable sector’s competitiveness, would be minimised. Here we 
consider the implementation of a tax to reduce private sector 
demand for building sector output and in the next section we 
consider the scenario where a slowdown in the economy also 
releases resources. 

Using the HERMES model we made a stylised policy change 
where a tax was imposed on private sector purchases of the services 
of the building and construction sector, reducing private sector 
demand. Such a tax could include a change in the VAT rate, a 
property tax, the elimination of tax incentives through the income 
tax or corporate tax system or some other similar measures.  

The effect of this policy change, even before the benefits of 
recycling the tax revenue through a reduction in other taxes is 
considered, would be to reduce the demand for labour in the 
building sector and in the economy as a whole. The result would be 
a reduction in wage rates of over 1 percentage point compared to 
where they would otherwise be. This would reduce crowding out of 
the tradable sector and as a result of this employment in the 
manufacturing sector would be higher.  

If such a policy measure was combined with a more ambitious 
NDP, such as that implied by the MACIF, the effect would be to 
leave the tradable sector in a somewhat better position than if 
private sector demand for building services were left unchecked. 
The economy could thus benefit from a more rapid deployment of 
necessary infrastructure than is envisaged under the “recommended” 
NDP, while at the same time not suffering from the adverse 
inflationary consequences. 

THE LOW GROWTH SCENARIO AND THE NDP 

Provided that the High Growth scenario of the recent MTR is realised 
in practise, the loss of competitiveness that it would cause in the 
period to 2013 would eventually be made good in the years after its 
completion. However, it would take a number of years for the 
tradable sector to respond to a return to a more normal level of 
competitiveness and in the interim there would be considerable 
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economic costs. The firms that had closed in the intervening years 
would be unlikely to reopen. Instead there would have to be a slow 
process of new firms establishing a base in Ireland or existing firms 
expanding to fill the gap. 

However, as outlined in the MTR, we feel it unlikely that Ireland 
will continue on the High Growth path indefinitely. In fact, the MTR 
suggested that the transition to the Low Growth path could happen 
quite quickly and would, in any event, be likely to happen by 2015. 
In the event of the Irish economy shifting to a lower growth path 
through an external shock there would be three implications for the 
NDP: 

1. It would reduce the labour market pressures and the ability 
of the economy to deliver the infrastructure at reasonable 
cost would be enhanced.  

2. Any loss of competitiveness that had occurred prior to the 
downturn would be heavily penalised.  

3. The firms that closed in the intervening years through a loss 
of competitiveness would be sorely missed. 

A series of simulations was undertaken where a more ambitious 
NDP (based on the MACIF) was superimposed on the Low Growth 
scenario. These simulations indicated that even with the higher 
NDP expenditure the non-agricultural wage rate would end up 8.5 
percentage points lower in 2013 than under the High Growth 
Scenario (including the NDP). The much slower growth, especially 
the lower growth in the demand for the output of the building and 
construction sector, would leave spare resources available to 
undertake the necessary investment. 

As discussed above in Chapter 4, even under the Low Growth 
scenario, when combined with a housing market shock, the public 
finances would still be able to sustain a significant level of 
infrastructural investment without breaching the limits of the 
Stability and Growth Pact. Under the more ambitious investment plans 
of the MACIF the deficit could temporarily exceed 3 percentage 
points of GDP in the face of a serious economic downturn. This 
would suggest that a prudent fiscal policy to accompany such an 
ambitious investment programme would incorporate a significant 
budget surplus in the coming years when growth is quite rapid. This 
would both reduce the inflationary pressures in the economy and 
would provide headroom in case of an unexpected economic 
downturn.  

 
 As discussed earlier, the infrastructure deficit in Ireland is 

currently substantial. While the “recommended” NDP outlined 
above will make major progress in tackling the outstanding deficit 
there will be still a significant deficit remaining to be addressed in 
the period after 2013. On the High Growth macroeconomic scenario 
the Government sector could potentially fund an even more 
ambitious investment programme. However, as discussed in Chapter 
4, the constraint preventing even greater progress being made is the 
ability of the economy to deliver the necessary investment without 

5.4 
Possible 

Effects of a 
More 

Ambitious 
NDP
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serious inflationary consequences. The “recommended” NDP 
outlined in the previous two sections is adjudged the maximum level 
of investment that the economy could sustain without causing very 
serious crowding out of the tradable sector.25  
Table 5.5: Alternative Assumptions on NDP Expenditure, € Millions 

  2007-2013, Annual Average at 2006 Prices 

 2006 Recommended 
Multi-Annual 

Framework 
Transport 2,590 3,374 4,042 
Housing 1,211 1,133 1,308 
Public administration 1,112 1,125 1,142 
Health 579 721 870 
Education 645 858 888 
Enterprise sector 610 521 745 
Agriculture 210 174 290 
Environment 699 497 707 
Total 7,656 8,403 9,992 

 
In this section we consider an alternative investment programme 

that would involve more rapid progress in tackling the 
infrastructural deficit. For illustrative purposes we use the figures 
contained in the MACIF published in Budget 2006. The composition 
of the MACIF is compared with the “recommended” NDP in Table 
5.5. The analysis in this section illustrates how an investment 
programme of substantially greater magnitude than that set out in 
the previous section would have inflationary consequences in the 
absence of suitable accompanying fiscal measures. 

Because no details of investment in human capital and R&D are 
contained in the MACIF we concentrate here on the Public Capital 
Programme expenditure. As a result, the outcome shown here must 
be considered as only a partial assessment of the impact of an NDP 
based on the MACIF.26  

Throughout the simulations we have assumed that the 
Government finances the NDP by additional borrowing or by less 
repayment of debt compared to the MTR. This would still see a 
gradual decline in the debt to GNP ratio over the forecast period so 
that this approach is sustainable. On the basis of the High Growth 
scenario for the medium term, it would also be sustainable in the 
sense that the General Government Borrowing would never exceed 
3 percentage points of GDP over the period to 2013. 

The impact effect of such a larger NDP would be to raise 
demand for resources in implementing the investment. In turn, this 
demand would add to output and employment. The effects would 
 
25 As outlined above, if suitable fiscal policy measures were taken a more ambitious 
NDP would be possible without running the risk of adding to inflationary 
pressures. 
26 The effects of the investment in human capital and R&D were considered in 
Section 5.3 above when we examined the effects of the recommendations in this 
report for the next NDP. 



      MACROECONOMIC IMPACT 69 

 
consequent on higher incomes, higher immigration and a higher 

be complex as there would be a multiplier effect on output as well as 
an effect on prices depending on the supply profile for national 
resources, especially labour. These effects are considered first below.  

As in the case of the analysis above, when the investment is 
spent the increased endowment of physical infrastructure or human 
capital would increase the long-term productive capacity of the 
economy after 2013. It is this long-term pay back which would 
represent the major return on the state’s investment. 

The MACIF version of the NDP would result in a significant 
increase in the share of building and construction activity in GNP 
compared to the “recommended” NDP. As shown in Figure 5.1 
above, the “recommended” NDP envisaged some fall in 
Government Investment as a share of GNP over the period 2007-
2013, which contrasts with a rise in share based on the MACIF. As 
shown in Figure 5.8, the “Recommended” NDP would put 
significantly lower pressure on the building and construction sector 
over the period 2007-2013. The bulk of the difference between 
MACIF compared to the “recommended” NDP would be in 
building and construction. The implementation of the MACIF 
would require even more resources to be reallocated from elsewhere 
in the economy to the building sector than would be the case under 
the “recommended” NDP.  
Figure 5.8: Building and Construction Sector of GNP 
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This increased demand for labour in the building and 

construction sector would put further pressure on wage rates, 
initially in the building sector, but eventually in the whole economy. 
By 2013 wage rates in the economy would be almost 3 percentage 
points above the level under the “recommended” NDP (Table 5.6). 
This would represent a significant loss of competitiveness, having 
significant implications for the tradable sector of the economy. 

The impact on house prices would be even greater (see Table 
5.6). This would arise partly from the increase in costs facing the 
building sector and partly from the increased demand for housing 
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population. The result would be that housing prices would peak at 
over 4.2 percentage points above the forecast for the 
“recommended” NDP by 2013. This would have knock-on effects 
on the economy, making Ireland a less attractive place to live, 
contributing to the pressure on wage rates. Consumer prices would 
be less affected, though still rising to 1.7 percentage points above 
base by 2013. None the less this would result in a significant 
additional loss of competitiveness over the period of the NDP. 
Table 5.6: Change in Key Aggregates – Inflation and Output: MACIF 

Compared to Recommended NDP 

  2007 2008 2009 2010 2013 2015 
Non-Agricultural Wages % 0.0 0.0 0.3 0.9 2.9 3.7 

New House Prices % 0.5 0.6 1.3 1.9 4.2 4.4 

Building Investment Prices % 0.0 -0.1 -0.2 0.4 2.5 3.1 

Consumption Deflator % 0.0 0.0 0.2 0.5 1.7 2.1 

GNP % 0.2 0.3 0.6 0.4 -0.1 -0.3 

GDP % 0.3 0.3 0.7 0.4 0.1 -0.2 

Industrial Output % 0.4 0.5 1.0 0.5 -0.3 -0.7 

of which:        

Manufacturing  % 0.1 0.1 0.1 0.0 -0.5 -0.8 

Market Services Output % 0.2 0.3 0.5 0.4 0.2 0.0 
 

The effect of the loss of competitiveness would eventually be to 
fur

d to 

ther crowd out the tradable sector. It would not be until the 
positive supply side effects of the enhanced infrastructure began to 
kick in at the end of the next decade that the level of GNP would 
rise above the level under the “recommended” NDP.  
Table 5.7: Change in Key Aggregates: MACIF Compare

Recommended NDP, Percentage Points 

 2007 2008 2009 2010 2013 2015 
Balance of Payments -0.3 -0.4 -0.7 -0.6 -0.8 -0.8 

Government Borrowing 0.5 0.5 0.9 0.8 0.8 0.9 

Debt-GNP Ratio 0.4 0.8 1.6 2.3 4.3 5.3 
 

The higher level of Government borrowing needed to finance 
the increased investment is reflected in the higher balance of 
payments deficit (Table 5.7). The latter higher deficit arises from the 
need to import more goods and services to fuel the faster economic 
growth, especially the higher level of investment. However, it also 
reflects the negative effect on exports of goods and services as the 
tradable sector is crowded out by the building sector. Of course, in 
the long run the productive capacity of the economy will be 
expanded as a result of the higher stock of infrastructure. The 
implications of this enhanced supply capacity post-2013 were 
discussed in the last section. 
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T le 5.8: Change in Key Aggregates: MACIF Compared to ab
Recommended NDP 

  2007 2008 2009 2010 2013 2015 
Labour Force % 0.0 0.1 0.1 0.1 0.1 0.2 

Employment        

Total % 0.4 0.6 1.0 0.6 0.1 -0.2 

  Industrial % 1.2 1.6 3.2 2.1 0.4 -0.6 

  Manufacturing  (000) 0.0 0.0 -0.4 -1.4 -6.5 -9.8 

  Building  (000) 6.2 8.7 18.0 13.1 9.1 6.6 

  Market Services  % 0.1 0.3 0.4 0.2 -0.1 -0.1 

Unemployment Rate 
% of labour 

force -0.3 -0.5 -0.9 -0.5 0.1 0.4 
 

As shown in Table 5.8, the d nd e ct th A
o

ema  sid effe s of e M CIF 
w uld see total employment peaking at around 1 percentage point 
above the level in the “recommended” NDP. To undertake the 
additional building activity almost 18,000 additional workers would 
be needed in the building sector in 2009 compared to the already 
high employment under the “recommended” NDP. As the loss of 
competitiveness began to bite towards the end of the NDP process 
the employment in manufacturing would begin to fall. Market 
services employment would show relatively little change with 
employment in traded market services probably suffering some fall 
roughly compensated for by a growth in employment in services 
serving the domestic economy. Some of these additional jobs would 
be in the areas of services meeting the needs of the building and 
construction sector – legal and accounting services, engineering, 
architectural and other related services. 

When the building sector eventually contracts to a “normal” size 
(after 2013), even with flexible wage rates (downwards) it would take 
some considerable time for the tradable sector to recover 
competitiveness and take up the slack in the economy. 

The unemployment rate, which was already expected to be close 
to the full employment rate in the period to 2010, could see a 
further temporary reduction by almost 1 percentage point in 2009. 
This reduction is based on the assumption that migration trends 
react slowly to domestic labour market circumstances. This was the 
experience of the 1960-2000 period. However, a more rapid 
adjustment in the labour force towards its long-run equilibrium level 
through a faster response of immigration could see a smaller 
reduction in unemployment and it could shave something off the 
anticipated significant increase in wage rates. 

The results of this simulation make it clear that higher levels of 
public investment can only be bought at the expense of further 
squeezing out the tradable sector of the economy. Because it will 
take time for the tradable sector of the economy to adjust back 
upwards when the public investment programme nears completion, 
this could lead to significant disruption, especially in the labour 
market. 
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In addition, the higher level of investment would also see the 
investment deflator for building and construction rising about 1 
per

e analysis in this chapter largely replicates the results from 
ious such studies suggesting a high rate of return to successful 

valuation of the current NDP. There is a need to 
com

 the infrastructural constraint, 
wo

e results presented in this chapter also suggest that the 
eco

There are two possible responses to this constraint: 

5.5 

centage point above the level in the “recommended” NDP. This 
would mean that not only would the additional investment under 
this scenario cost more, but other investment, which would take 
place anyway, would also be more expensive. This would adversely 
affect the rate of return on the investments. 

 
 Th

The 
Implicatio
for the N

ns 
DP

prev
investment in infrastructure, human capital and research and 
development. Ireland still has a substantial infrastructural deficit to 
be made up as a result of historically low levels of investment in 
previous decades and the very high rate of growth experienced over 
the past decade.  

For the next NDP the strategy remains similar to that identified 
in the Mid-Term E

plete the investment in the major primary roads as soon as 
possible. To provide for sustainable economic development over the 
coming decades there is a need to invest effectively in public 
transport serving major urban areas, especially Dublin. Investment 
in R&D and human capital also remains an important priority. 
Given the achievement of compliance with the EU urban waste 
water directive there can be some slowdown in investment in that 
area in the next NDP. Generally, with the economy operating at 
close to capacity direct supports for the business sector ranging 
from manufacturing to tourism and agriculture should be phased 
out. This prioritisation has been reflected in the structure of the 
NDP recommended in this chapter. 

The analysis in Section 5.3 indicates that the planned investment 
in the next NDP, through relaxing

uld allow the economy to grow more rapidly in the next decade. 
Over the course of the decade after completion of the next NDP 
the capacity level of GNP would be raised by at least 2 percentage 
points and possibly even 3 percentage points above the level it 
would be without such investment. The analysis in this chapter also 
suggests that the rate of return to the state on the investment would 
be quite high, fully justifying the very substantial commitment of 
resources. 

However, while there is a high rate of return to efficient 
investment th

nomy will have difficulty delivering the much-needed investment 
at a reasonable cost. While the funding may theoretically be there to 
close the infrastructure gap rapidly, the economy does not have the 
ability to produce all the necessary infrastructure over the period to 
2013 without squeezing out other important economic activity. This 
means that any attempt to close the gap too rapidly will seriously 
raise the cost of the investment, reducing the potential rate of 
return. 
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infrastructure probably the best approach would be to use 
ctor demand 

• 

elay the benefits 

• 

ecommend an NDP for the 2007 to 

• 

an there will be in the case 
for investment requiring building and construction. For the 

• Given the likely long-term importance of the proposed 

the tax system specifically to reduce private se
for the output of the building sector. This would allow the 
public sector to buy the necessary infrastructure at 
reasonable cost without putting undue pressure on the 
tradable sector of the economy. (It might also reduce the 
risk of a bubble in the housing market.) Even if the building 
and construction demand were not targeted specifically, a 
tight fiscal policy would also reduce existing demand 
pressures in the economy though reducing Government 
expenditure or increasing general taxation. 
The alternative approach, which is assumed in this report, 
would see the start up of some major projects being 
postponed by a year or two. This would d
that will undoubtedly accrue from that investment. The 
counterpart to this delay would be significantly lower costs 
for the economy in delivering the investment. The profile of 
investment recommended in this chapter, in our view, 
provides the best compromise between the urgency of the 
need for the infrastructure and the importance of 
maintaining the competitiveness of the economy in the 
medium term. While a “second best” result, the objective of 
this phasing of investment over the period 2007-2013 would 
be that it would ensure that the share of the economy 
accounted for by the building sector would not increase and 
would preferably show a gradual reduction towards its long-
run sustainable level. The downside of such an approach 
would be that the economy would not have the benefit of 
the valuable infrastructure as early as it would under the first 
of these approaches. 
As the first of these approaches (tightening fiscal policy) 
may not prove generally acceptable, the approach adopted 
in this report is to r
2013 period that, while still very ambitious, would be 
significantly below that envisaged in the multi-annual capital 
investment framework (MACIF) published as part of Budget 
2006. This analysis argues for a slower ramping up of the 
investment, with more of it taking place after 2010 when 
there is a higher probability of the economy having slowed 
down. It also argues for the Government saving the money 
not spent due to a postponement by running a surplus, so 
that it would be available post-2010 to finance the higher 
investment programme even if the public finances had been 
hit by an economic slowdown. 
In terms of prioritisation the analysis would suggest that 
there will be less constraints in delivering on the necessary 
investment in human capital th
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infrastructural investment it will be very important to 
undertake the necessary cost-benefit studies to allow the 
prioritisation of different projects. This will be especially 
important in the case of the transport investment to ensure 
that very large projects are correctly sequenced to produce 
the maximum return to the economy and to minimise the 
direct and the indirect costs of delivery. 

 
 



6. THE NATIONAL SPATIAL 
STRATEGY: REGIONAL, 
URBAN AND RURAL 
DEVELOPMENT 

A key recommendation of the last ESRI Investment Priorities Study 
(Fitz Gerald et al., 1999) was the urgent need for a strategic spatial 
planning framework, since investment needs are not independent of 
the spatial pattern of development, and investment in itself is a 
regional policy tool. Following a process of consultation and 
research, which started in 2000, the Government published the 
National Spatial Strategy 2002-2020 (NSS) in 2002. The NSS 
constitutes both a statement of Government policy and a blueprint 
for the spatial aspects of development in Ireland.  

6.1 
Introduction

While the NSS is the spatial planning strategy for the country it 
does not incorporate specific investment plans. Rather the 
implementation of the NSS relies on other Government plans and 
primarily the National Development Plans. However, as the current 
National Development Plan (NDP) was published at the end of 1999, it 
could not reflect and incorporate the NSS. Consequently, it is not 
surprising that the Mid-Term Evaluation of the current NDP found 
that while the NDP did make some provision for regional 
development that had a positive impact, there were significant areas 
of the NDP that could be better tailored to implementing the long-
term strategy of the NSS. Therefore, it is imperative that the next 
NDP fully reflects and targets investments in accordance with the 
NSS. Failure to do so risks that undesirable spatial development 
patterns continue that cannot be changed subsequently and 
therefore render the NSS irrelevant. 

This chapter outlines our recommendations on the proper 
implementation of the NSS and, therefore, covers the spatial 
dimension of the investments priorities under the main investment 
headings covered in the later chapters. While these cover the bulk of 
relevant investments, a number of specific investment areas are 
covered in this chapter. These include rural development, urban and 
village regeneration and heritage, which were part of the current 
NDP. These are reviewed as part of this chapter and investment 
recommendations regarding these will also be made. 
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As in all countries, population and economic activity in Ireland are 
not spread evenly across the country. While Ireland has experienced 
very rapid growth, this appears to have led to a more uneven 
economic development across the regions. There has been a high 
level of concentration of both economic activity and population 
growth in certain areas, which has led to congestion and other 
symptoms of excess concentration, which are likely to damage the 
overall prospects for the Irish economy, the environment and 
quality of life.  

6.2 
The National 

Spatial Strategy   

To deal with the uneven regional development during the 1990s, 
the Government published the National Spatial Strategy (NSS), which 
was to guide the spatial distribution of investment. The NSS 
constitutes the most important regional policy document since the 
Buchanan Report in 1968, which also sought to guide spatial planning 
for the whole country. However, in contrast to the Buchanan Report, 
the NSS is wider ranging in that it does not concentrate on 
enterprise development alone, also considering the wider set of 
factors driving regional development in a modern economy.  

The general approach adopted in the NSS is based on 5 key 
principles: 

• While the NSS must by definition deal with spatial 
imbalances within Ireland it recognises the key role that 
Dublin plays for Ireland since it is the only city of sufficient 
scale to be recognised as a major European city. 

• The NSS recognises and attempts to improve the quality of 
life of individuals particularly as spatial planning can have a 
significant impact on issues such as long-distance 
commuting and pollution.  

• Accommodating the substantial population growth within 
existing settlements will result in and need substantial 
change in our urban centres. 

• Proper planning of land use and particularly planning for 
more compact higher density urban centres and the 
minimisation of urban sprawl will be a key factor in 
determining the success of the NSS. 

• Implementation of the NSS is to be achieved primarily by 
ensuring that all policies and programmes are consistent 
with the NSS. 

These principles are to ensure that all areas of the State develop 
their full potential and thus contribute to the overall performance of 
the State in economic, social and environmental terms. 

The key recommendation of the NSS is that balanced regional 
development is to be achieved through promotion of places that 
have sufficient critical mass to attract investment. Critical mass is the 
scale and concentration of the population and economic activity and 
the concept implicitly assumes that below a certain size, centres are 
not able to generate a sufficient economic dynamic to support 
higher levels of economic activity. This centre-based approach is 
firmly supported by economic theory (see the discussion of 
agglomeration economies in Chapter 2). Empirically a number of 
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studies have shown that productivity is positively related to the 
density of economic activity (see Ciccone and Hall, 1996 and 
Ciccone, 2002). In contrast to a simple ‘growth centres’ approach 
the NSS strives to actively link the development of the hinterlands 
of the chosen centres to that of the centres themselves. 

In addition to the ‘gateways’ identified in the current National 
Development Plan (namely Dublin, Cork, Galway, Limerick and 
Waterford), four further gateways were announced, which are Sligo, 
Letterkenny (working closely with Derry), Dundalk and, fourthly, 
the linked gateway of Athlone, Tullamore and Mullingar. 
Furthermore, nine ‘hubs’ were identified, which will play an 
important role in ensuring that all parts of the country will benefit 
from growth and development.  

Given the strong agglomeration and urbanisation economies 
present in modern economies, the success of the gateways and hubs 
will define the success of the NSS. This means that the gateways and 
hubs need to be supported in the appropriate manner. In this 
respect there are two key aspects. First, since critical mass 
development relates to the scale and density of urban centres strong 
land use planning guidelines need to be drawn up and implemented. 
In this respect substantial progress has been made since the 
publication of the NSS, with the production of regional planning 
guidelines for all planning regions. Strong planning needs to ensure 
that settlement patterns are sustainable and facilitate public 
transport. Low-density development means that public transport is 
not practical or viable and therefore induces unsustainable transport 
patterns, which have a negative impact on the environment and 
quality of life. The importance of the planning system in achieving 
efficiency and sustainability is further outlined in Chapter 11. 

The second way in which the NSS needs to be supported is 
through the targeting of public investment. In this respect the next 
NDP will play a key role, and, therefore, the spatial targeting of 
investments is considered in more detail in this chapter. In this 
respect it is important to note the experience from the current NDP, 
which was outlined in The Mid-Term Evaluation (Fitz Gerald et al., 
2003). 

LESSONS FROM THE NDP 

The Mid-Term Evaluation (Fitz Gerald et al., 2003) showed that for all 
priorities the Southern and Eastern Region was to receive a 
substantially larger allocation of resources than the Border, Midlands 
and Western (BMW) region, which of course reflects the different 
relative size of the regions in terms of population. In per capita 
terms, however, expenditure in the BMW region was planned to 
exceed that of the Southern and Eastern region, although the 
relative allocations within OPs vary in some cases. For example, in 
the Productive Sector OP, there is a heavier emphasis on RTDI in 
the Southern and Eastern region which, perhaps reflects the 
concentration of the Third-Level Education institutions in that 
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region, while there is a higher weighting given to the Industry 
priority in the BMW region.  

When it came to the actual progress the MTE showed that these 
differences were magnified in the outturn. For example, progress in 
the RTDI priority in the BMW region had been behind that in the 
Southern and Eastern Region. In general, progress was slower in the 
BMW region. This was particularly driven by poor progress on 
national roads, public transport and RTDI in the BMW region. Of 
course, it is important to note that some investments that have taken 
place in the Southern and Eastern region can also have a significant 
positive impact on the BMW region. This is particularly relevant in 
the case of transport. Thus, an improvement of a section of national 
road in the Southern and Eastern region can help improve market 
access and reduce transport costs for businesses in the BMW region. 

The MTE argued strongly for a more appropriate project 
selection process where projects first need to satisfy basic economic 
criteria and the horizontal principles, which would address market 
failures or externalities that may differ between regions. For 
example, as outlined in Chapter 17 in relation to broadband access a 
market failure exists in rural less densely populated areas while none 
exists in urban areas.  

There is little evidence that the measures in the current NDP 
have been specifically tailored to the needs of regions and essentially 
the same measures where applied in both regions. This ignores the 
substantial differences between and within regions. Thus, a measure 
that addresses the needs of some regions may be completely 
inappropriate in other regions. In this respect one might also 
consider the very substantial heterogeneity with the Southern and 
Eastern region, which contains the very dynamic greater Dublin 
region and the much less dynamic South-East.  

Project selection criteria must explicitly reflect the goal of 
achieving balanced regional development in accordance with the 
NSS. In the case of two projects with identical merit but with one in 
a designated gateway or hub and the other in a non-designated area 
then the one in the gateway or hub should receive preference. In 
other words at the margin only projects in gateways or hubs should 
be supported. This prioritisation is particularly important in the 
context where not all economically advantageous projects should be 
funded in order to avoid further inflationary pressures. 

Importantly, the current NDP contained no measures specifically 
aimed at critical mass development, and those measures that can 
contribute to critical mass development do not appear to be 
specifically targeted.  

Finally, the primary regional focus of the current NDP was on 
the two NUTS 2 regions. These regions were primarily established 
for EU Structural Funds purposes and do not constitute natural 
economic entities. Consequently a stronger focus on the NUTS 3 
level should be considered. This will also require better data 
collection both for evaluation purposes but more importantly for 
targeting purposes. 
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The Mid-term Evaluation could only conduct a very partial 
evaluation of the impact of the NDP on regional development due 
to the lack of data for the period since 2000. Apart from the lack of 
data, the necessary evaluation infrastructure has also not been 
developed. Thus, while this study and the MTE could evaluate the 
macroeconomic impact of the NDP on a range of interconnected 
variables with the use of the HERMES macroeconometric model, 
such a model is not available at the regional level. Such a model is 
necessary in order to identify the counterfactual situation that would 
have obtained without the policy intervention. For example, while 
one may find that regional differences have increased, which might 
be interpreted as a failure of policies, the policies that were enacted 
may actually managed to limit the degree of divergence.  

6.3 
Regional 

Development 
Trends

While data constraints and particularly the timely availability of 
data continue to constrain the analysis of regional development 
some relevant data has become available since 2003, which allows us 
to consider the effect of the NDP. In this context it is more 
appropriate to consider the NUTS 3 regions rather than the two 
NUTS 2 regions. A more detailed analysis of the gateways and hubs 
that were identified in the NSS is more difficult since many variables 
such as income or output are not available at this level of spatial 
aggregation.  

Here we consider three indicators of regional development 
namely, output per capita, income per capita and the unemployment 
rate. Clearly, many other variables could be added to this list 
including quality of life measures, which would clearly be desirable 
but is beyond the scope of this chapter. Table 6.1 shows two values 
for each variable. One relating to 1999 and one for the most recent 
period for which data is available, which in the case of the income 
and output indicators is 2002. Both the income and output 
indicators are expressed as an index relative to the national average. 
Thus, the Border region in 1999 had per capita Gross Value Added 
(GVA), which was just 73.5 per cent of the national average. 

Considering the output measure, per capita Gross Value Added 
first, it is evident that the gap between the highest value in the table 
and the lowest value has decreased slightly. Thus for 1999 the lowest 
value was 62.6 per cent (Midlands) while the highest was 133.4 per 
cent (Dublin), which constitutes a gap of 70.8 per cent. While the 
Midlands still had the lowest index in 2002 (63.4 per cent), the 
highest value was slightly down at 131.4 per cent (Mid-West). 
However, overall the dispersion, as measured by the standard 
deviation has increased, suggesting divergence across the regions. 

This process of divergence over recent years is a continuation of 
a process that started in the late 1980s, which followed a period 
where there appears to have been at least limited convergence. In 
fact there appears to be something of a convergence club, in that all 
regions other than the South- West, Dublin and Mid-East (Greater 
Dublin) regions are following a similar relative growth path.  

An important aspect of the divergence among Irish regions is the 
contribution of the different sectors to this. Data limitations mean 
that the regional gross value added data can only be disaggregated 
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into three broad sectors namely: (1) agriculture, forestry and fishing, 
(2) manufacturing, building and construction, and finally (3) market 
and non-market services, for a relatively short period of time.   

An analysis of these sectors at the regional level shows the 
substantial decline of the primary (agricultural) sector in all regions. 
Furthermore, the secondary sector (industry) has increased its 
importance, while overall the tertiary sector has maintained its share. 
Unfortunately, it is not possible to disaggregate the secondary sector 
into building and construction and manufacturing in order to assess 
the role of the construction sector in driving the growth of the 
secondary sector.  

Decomposing the sectoral contributions to overall growth in the 
regions yields some interesting results (see Morgenroth and 
O’Malley, 2003). While the overall performance of the primary 
sector is very poor, given the relatively small share of the primary 
sector this has a relatively small contribution to the overall growth 
rate. The tertiary sector has on average the largest contribution to 
overall growth, but in the case of two regions, namely the Mid-East 
and the South-West, the secondary sector has grown particularly 
strongly. 

Considering the performance of each sector in each region 
relative to the national performance of that sector reveals the source 
of the convergence trends. This analysis reveals that the 
performance of the secondary sector has the largest bearing on the 
convergence/divergence performance of the regions. Of course the 
data limitations do not allow for a disaggregation, which could reveal 
which sub-sector has contributed most to divergence. However, 
sectoral employment trends indicate that the regional differences in 
the building and construction sector may in fact be the source of the 
regional divergence. Furthermore, a more detailed sectoral 
breakdown, were it available, might indicate whether some of the 
divergence is simply driven data distortions due to transfer pricing 
by foreign multinationals. 

As part of the literature review above, the possibility of a 
negative relationship between national growth rates and regional 
dispersion was outlined. Using the regional Gross Value Added 
(GVA) data it is possible to conduct a crude test for this so-called 
Williamson hypothesis, by estimating the correlation coefficient 
between the standard deviation of the index of regional per capita 
GVA and national real per capita GVA growth. The correlation 
coefficient turns out to be -0.6, which is statistically significant at the 
99 per cent level, which lends some support for the hypothesis. 
Thus, national growth has not lifted all regions in relative terms, 
despite the fact that growth rates in all regions exceed the EU 
average. If that hypothesis is correct then this period of negative 
correlation should be followed by one where there is a positive 
correlation and convergence. 
 
 
 
 



    THE NATIONAL SPATIAL STRATEGY: REGIONAL, URBAN AND RURAL DEVELOPMENT 81 

 

Table 6.1: Trends in the Key Variables for Irish Regions 
Region GVA 

(State=100)
1999 

GVA 
(State=100)

2002 

Income 
(State=100)

1999 

Income 
(State=100) 

2002 

Unemployment 
Rate 
1999 

Unemployment 
Rate  

(2005) 
Border 73.5 71.3 88.0 89.2 8.7 4.9 
Midlands 62.6 63.4 86.4 90.9 6.5 4.0 
West 78.9 71.4 89.1 90.3 5.1 3.7 
Dublin 133.4 128.3 118.7 115.9 4.8 4.2 
Mid-East 88.8 80.4 101.2 102.6 4.2 2.7 
Dublin + 
 Mid-East 121.8 115.4 114.2 112.3 4.6 3.8 
Mid West 88.6 82.8 98.1 97.3 5.0 4.7 
South East 79.9 89.4 87.3 89.5 8.4 5.6 
South West 111.4 131.4 94.2 94.5 5.6 4.2 
       
State 100 100 100 100 5.7 4.2 
Source: Central Statistics Office, Regional Accounts (various issues) and CSO Quarterly National Household Survey 

(various issues). 
 

While Gross Value Added (GVA) is a particularly useful variable 
in most countries, in Ireland one has to be more cautious in 
interpreting it. The high proportion of foreign firms in the Irish 
economy, which due to the relatively low corporation tax rates 
prefer to declare profits in Ireland rather than other countries, 
implies that GVA is artificially expanded. Evidence for this is found 
in the difference between GDP and GNP. Recently, GDP was 
about 20 per cent higher than GNP. The degree of these distortions 
differs between regions so that the analysis needs to be interpreted 
cautiously. It is nevertheless included here since per capita GDP is 
the key variable to determine EU Structural Funds eligibility. Given 
the drawback of the GVA measure it is also useful to consider direct 
personal income measures. A number of different income measures 
are available. Total per capita personal income is available in a 
consistent series since 1991 and this is the variable considered here.  

The table shows that the relative differences are smaller for 
income compared to GVA. This reflects the fact that income is 
measured where the persons who earn it live while GVA is 
measured where it is produced. Thus, commuting flows imply that 
income flows out of the regions with the higher output. Another 
reason why the absolute differences are smaller is that the social 
welfare system and other subsidies (e.g. agricultural subsidies) are 
responsible for redistribution to the poorer regions. Overall, there 
appears to be convergence across regions regarding income. 

Finally, the unemployment rate has dropped significantly in all 
regions between 1999 and 2005. Also noticeable is the fact that the 
dispersion of unemployment rates has decreased, so that there has 
been a convergence between regions in terms of unemployment.  

Overall, this analysis suggests that regional disparities have not 
increased except for GVA, which may be significantly biased 
anyway. This suggests that policies including the NDP might have 
been effective at reducing disparities. A definite answer cannot be 
provided for this question until an appropriate regional economic 
model is available. 
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POPULATION 

The demographic developments in Ireland have been outlined in 
Chapter 4. However, the spatial distribution of the population and 
trends thereof play an important role in determining overall 
investment needs and must therefore be considered. Table 6.2 
shows the population in the NUTS 3 regions for selected years, and 
the share of each region in the total population in parenthesis. 
Overall, the population grew in all periods since 1986, but this 
growth was not even.27 In particular, a population decline was 
recorded in the Border and Midlands regions for the period 1986 to 
1996. All regions recorded strong population growth since 1996. 
However, the Border region continued to grow at below average 
rates while the Midlands region grew faster than the average. 
Notable is the below average population growth in Dublin and the 
South-West and to a lesser extent in the Mid-West. Thus, the 
regions with the largest urban centres appear not to have had low 
population growth. The CSO estimates for 2005 show a 
continuation in the strong growth of the population. 

As a consequence of the differential population growth rates the 
share of the national population resident in the regions is also 
changing. The share of the Border, West, Mid-West and South-West 
has been declining steadily, while that of Dublin and the South-East 
has been relatively stable. On the other hand the Mid-East region 
and to a lesser extent the Midlands have increased their population 
share significantly.  

This trend is closely related to the relationship between these two 
regions and Dublin, which appears to have strong impact on internal 
migration. In contrast to the past where Dublin had a net-inflow of 
population through internal migration this trend has changed to one 
where Dublin is losing population to the surrounding regions. As 
recorded in the 2002 Census, Dublin suffered a net loss of 6,138 
persons to the Mid-East over the period 2001/2002. The Mid-East 
in turn suffered a net loss to all other regions and particularly to the 
Midlands and South-East.  

The changed internal migration patterns make regional 
population forecasts more uncertain as it is not clear if the changed 
pattern will be permanent or transitory. Consequently, the CSO 
produced a range of scenarios for their regional population 
projections with a ‘medium’ pattern, which implies that the recent 
changes are transitory being preferred (CSO, 2005). In Table 6.2 two 
sets of projections are shown which are derived using the MTR 
demographic projections for the High Growth scenario, which were 
outlined above, and the implied regional trends under the CSO 
‘medium’ and the continued ‘recent’ trends projections. The two 
columns show that the assumptions about internal migration make a 
significant difference to the regional shares. In particular for Dublin 
the difference between the two projections is significant in that the 
 
27 For a more detailed description of the demographic trends at the regional level 
see Walsh (2006) and Morgenroth (2005). 
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recent trends projection suggests that the population in 2013 will be 
76,000 lower than projected under the medium assumption. This 
difference drives the differentiation between the two projections for 
the other regions, which is distributed according to internal 
migration patterns. Thus, the Mid-East and the Midlands would 
experience a particularly substantial increase in their population. 
Particularly the recent trends projection suggests a strong spillover 
of growth from the Greater Dublin Area (GDA) to the Midlands. 
Of course this population spillover may be a result of housing 
market pressures in the GDA rather than economic development in 
the Midlands (see Morgenroth, 2002). If population growth is not 
accompanied by economic development then the population 
increase in the Midlands is likely to result in further commuting 
growth to Dublin. Such a development would undermine the aims 
of the NSS and would be inconsistent with the objective of 
promoting sustainable development.  

Regardless of the assumption concerning regional distribution, 
the MTE High Growth scenario implies substantial population growth 
of almost half a million, which would put additional pressure on 
infrastructure. All regions would experience an increase in their 
population by at least 10 per cent. 

Table 6.2: Regional Population for Selected Years 

Region 1986 1996 2002 
2005 

(Estimate) 

2013 
Projection 
(Medium) 

2013 
Projection 
(Recent) 

Border 
410,899 
(11.6%) 

407,295 
(11.2%) 

432,534 
 (11.0%) 

455,400 
(11.0%) 

506,824 
(10.8%) 

519,719 
(11.1%) 

Midlands 
207,994 

(5.9%) 
205,542 

(5.7%) 
225,363 

(5.8%) 
242,900 

(5.9%) 
272,634 

(5.8%) 
289,431 

(6.2%) 

West 
348,328 

(9.8%) 
352,353 

(9.7%) 
380,297 
 (9.7%) 

406,000 
(9.8%) 

462,282 
(10.1%) 

471,717 
(10.1%) 

Dublin 
1,021,449 

(28.8%) 
1058,264 

(29.2%) 
1,122,821 

 (28.7%) 
1,160,100 

(28.1%) 
1,334,932 

(28.4%) 
1,258,993 

(26.9%) 

Mid-East 
314,670 

(8.9%) 
347,407 

(9.6%) 
412,625 
 (10.5%) 

452,400 
(11.0%) 

544,307 
(12.8%) 

555,366 
(12.9%) 

Greater 
Dublin 

1,336,119 
(37.7%) 

1,405,671 
(38.8%) 

1,535,446 
 (39.2%) 

1,612,500 
(39.0%) 

1,879,239 
(40.7%) 

1,814,359 
(38.8%) 

Mid-West 
315,435 

(8.9%) 
317,069 

(8.7%) 
339,591 
 (8.7%) 

352,300 
(8.5%) 

387,979 
(8.1%) 

388,878 
(8.3%) 

South-East 
384,972 
(10.9%) 

391,517 
(10.8%) 

423,616 
(10.8%) 

451,900 
(10.9%) 

500,352 
(10.6%) 

516,681 
(11.0%) 

South-West 
536,894 
(15.2%) 

546,640 
(15.1%) 

580,356 
(14.8%) 

609,700 
(14.8%) 

666,544 
(13.9%) 

675,068 
(14.4%) 

State 3,540,641 3,626,087 3,917,203 4,130,700 4,675,854 4675,854 
Source: CSO Census of Population and Annual Population and Migration Estimates, various issues. The 
projections for 2013 are own calculations based on the ESRI Medium-Term Review national projections 
for the high-growth scenario and the trends in regional shares implied by the CSO Regional Population 
Projections under the medium internal migration scenario. 
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URBANISATION AND POPULATION DENSITY 

As was outlined above, agglomeration economies have been 
pervasive in the new economic geography literature, and the creation 
of critical mass of selected urban centres is one of the primary aims 
of the NSS. One way to measure agglomeration is to consider the 
degree of urbanisation. So far research has not identified the size, 
which an urban centre in Ireland needs to be before it can generate 
self-sustaining growth through agglomeration economies.  

In 2002 there were just 34 urban centres with a population of 
10,000 inhabitants or more. Of these 12 were in the Greater Dublin 
Region. Urbanisation measured by the proportion of the population 
that reside in these larger towns and cities is very unequally 
distributed between the regions.28 While Dublin is almost completely 
urbanised, the Border, Midlands and West regions have a very low 
level of urbanisation at considerably less than 30 per cent of the 
population. Indeed the poor urban structure is evident in the fact 
that there are only four cities with a population in excess of 50,000. 
Urbanisation has increased in all regions except Dublin. 
Interestingly, the Midlands region increased its degree of 
urbanisation recently, which further supports the ‘ripple’ effect of 
the development of the Greater Dublin Region.  

Overall, while there is some evidence of increasing urbanisation, 
the differences between the regions remain quite substantial. Given 
the link between urbanisation and growth, the aim of the NSS to 
support the development of critical mass, particularly in the selected 
gateways, needs to be supported. 

Another important aspect of the size and distribution of the 
population is the population density. From a policy point of view 
the distinction between density and urbanisation is important since 
recent research has also shown that larger urban centres tend to be 
more environmentally sustainable than smaller ones (see Moles et al., 
2002), and it is considerably easier and cheaper to provide a 
particular service level for urban populations compared to rural 
populations. The latter applies to many public services. Many other 
services are also more expensive to provide to a dispersed 
population, including utilities such as telecommunications (see the 
lack of broadband roll-out in rural areas), energy or the postal 
service. A recent study by Bűttner et al. (2004), on the costs of local 
services in Germany confirmed that a low population density can 
increase the cost of some services such as roads, energy, water 
supply and cultural affairs.29 However, these cost differences are not 
reflected in differential charges. Rather these cost differences are 
hidden and implicitly subsidised. Thus, individual choice is not 

 
28 Using this measure, 48.2 per cent of the population across the country live in 
urban areas. This compares to 59.6 per cent when urbanisation is defined as the 
proportion of the population resident in towns and cities with a population in 
excess of 1,500. 
29 A cursory analysis for cost of providing water and sewerage services in Ireland 
appears to confirm these results. 



    THE NATIONAL SPATIAL STRATEGY: REGIONAL, URBAN AND RURAL DEVELOPMENT 85 

 

based on information on the full costs of dispersal. Similarly, 
Government policy to sustain rural and peripheral communities 
does not appear to consider the wider costs of maintaining the 
dispersed pattern of population distribution, despite the fact that the 
broad principle of the National Spatial Strategy is to generate critical 
mass. Ultimately, the distribution of the population will be decided 
by public policies and individual choice. These choices should reflect 
the differential costs for different location. 

Table 6.3 shows the population density for EU-15 countries. 
Ireland has the third lowest population density. A lower density is 
only recorded for Finland and Sweden. However, even though 
Sweden and Finland have a significantly lower population density 
than Ireland, their degree of urbanisation is not lower than that of 
Ireland. Indeed it is substantially higher in Sweden than in Ireland. 
In Sweden large parts of the country are essentially uninhabited 
which accounts for the low population density rather than a low 
degree of urbanisation. Thus, the cost of providing services holding 
all other factors constant is lower in Sweden than in Ireland despite 
the fact that Sweden has a lower population density. 
Table 6.3: Population Density and Urbanisation for EU-15 Countries 
Country Population Density

Persons Per Km2
Urbanisation  

(%) 
Netherlands 476.7 62 
Belgium 338.6 97 
United Kingdom 243.3 89 
Germany  231 88 
Italy 189.7 90 
Luxembourg 172.5 91 
Denmark 124.7 72 
Portugal 112.8 53 
France 109.7 76 
Austria 96.4 54 
Greece 83.5 60 
Spain 81.6 76 
Ireland 57.3 60 
Sweden 21.8 84 
Finland 17.1 62 
Source: Eurostat, New Cronos Database, Population Reference Bureau, World 
Population Data Sheet.  
Note: Population Density data is for 2002. Urbanisation is defined as the proportion 
of the population resident in towns with a population in excess of 2,000 inhabitants. 

SUMMARY AND IMPLICATIONS OF THE DATA ANALYSIS 

The analysis presented above suggests that over the period of the 
current NDP regional differences appear to have diminished 
suggesting that policies may have had a beneficial effect. However, it 
is not possible at this point to firmly determine the role of policy 
since the necessary evaluation infrastructure does not exist. We, 
therefore, recommend that some resources be devoted to building a 
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regional economic model. This will also require a wider range of 
data to be made available than is currently the case, which of course 
would benefit the wider research community.  

There is a clear need for further research to uncover the 
underlying mechanisms which give rise to the differential 
performance of the regions. The available research suggests that 
urbanisation in itself is an important factor, which coupled with the 
path dependence outlined in Chapter 2 results in sustained 
differences between regions (e.g. Bradley and Morgenroth, 1999; 
Boyle, McCarthy and Walsh, 1998; O’Leary, 2001). Another factor is 
the differing educational attainment rates, which again lead to a path 
dependent process. There is a clear divergence between counties in 
relation to the proportion of the population that possess a third-
level qualification (see Morgenroth, 2005). A key factor in the 
location of high-tech, high value added employment is the 
availability of skilled workers (see Chapter 2). Firms are more likely 
to locate in areas where there is an abundance of skilled labour. This 
in turn will attract more skilled workers thereby reinforcing the 
process.  

Closely related to the divergence in educational attainment is the 
capacity of the regions to innovate. The recent gateways study 
(Fitzpatrick Associates, 2005c) shows that third-level based research 
capacity is heavily concentrated, particularly in Dublin and to a lesser 
extent in Cork, Limerick and Galway. The international literature on 
spillovers from university research discussed in Chapter 19 suggests 
that such spillovers are quite limited in distance, which implies that 
the bulk of the wider benefits accrue to the four metropolitan areas. 
However, Jordan and O’Leary (2005) suggest that in Ireland firms 
utilise a wider network for innovative activities. This may well be 
related to the high level of FDI in Ireland where the Irish operation 
of a foreign multinational will have close connections with their 
headquarters.  

Another interesting finding is that for manufacturing at least a 
more diversified industrial structure appears to result in higher 
productivity compared to a specialised industrial structure (see 
Morgenroth, 2006). That analysis also shows that counties with a 
higher proportion of foreign owned plants have a higher 
productivity, which suggests that efforts should be made to increase 
the productivity of indigenous firms.  

Population growth remains strong, and while all regions have 
recorded population growth, the growth rates have differed 
markedly across regions. Interestingly population growth has been 
slower in the more urbanised regions. This may reflect the lack of 
sufficient zoned land, higher development costs or simply the 
preferences of individuals. Whatever the reason for the slower 
growth in the more urbanised regions it suggests that critical mass 
may not be adequate. This is important in the context of the poor 
urban structure in Ireland with few urban centres of scale. Since 
economic development in advanced economies is urban driven the 
lack of a sufficient number of larger urban centres may have a 
negative impact on economic development going forward. In 
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addition the low urbanisation and low population density adds to 
the cost of providing public services and infrastructure. It also 
reduces the viability of public transport and particular fixed rail 
services.  

Given the population trends and the persistent low level of 
urbanisation the implementation of the NSS is of considerable 
importance. The need to generate critical mass in the gateways and 
hubs is now as important as ever. However, the NSS needs to adapt 
to the dynamic changes that are occurring and should therefore be 
continually updated. Furthermore, a formal mechanism of 
monitoring the progress in implementing and achieving the goals of 
the NSS needs to be put in place. 

 
 In this section we outline the spatial aspects of the investment 

priorities outlined in the later chapters. Before we turn to our 
recommendations we briefly review the recommendations of the 
recent study on investment priorities in the gateways (Fitzpatrick 
Associates, 2005a). While this study should form a useful input into 
the specific spatial targeting recommended here, given its limited 
scope which means that the basis for the recommendations 
contained in the gateways study are not outlined, it is of limited use 
for our purposes. There is some interesting general analysis, 
especially the analysis on R&D capacity, the recommendations for 
each gateway are unsupported by analysis, and are in some cases 
very general and do not include costings. 

6.4 
Implementing 

the NSS

The gateways study made specific short-term recommendations for 
each gateway, which we summarise below: 
 
Cork:  

• Integrated Public Transport. 
• Improved link to airport. 
• Upgrade N28 to Ringaskiddy Port. 
• North Ring Road.   
• Improve amenities and urban fabric. 
• Develop and strengthen cultural and recreational amenities. 
• Facilities Development for R&D.  
• Docklands regeneration. 

 
Dublin:  

• Transport 21.  
• Integrated public transport. 
• Consolidated metropolitan development.  
• Resolution of water supply problems and capacity for 

 waste water treatment.  
• Social Amenities. 
• Strengthening of the international status of third-level 

 institutes. 
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• Improved quality of design of built environment. 
 
Dundalk:      

• Strengthening and modernising local economic and 
 enterprise structure. 

• Investment in local roads and water services. 
• Develop and integrated public transport system. 
• Community development.   
• Investment in social housing.  
• Provision of recreational and cultural amenities. 
• Shared innovation strategy. 

 
Galway:  

• Strategic urban transport routes.  
• Investment in sanitary infrastructure.  
• Provision of social and community facilities. 
• Shared innovation strategy.  
• Protection of natural and built heritage facilities. 

 
Letterkenny:  

• Road investment to deal with congestion black-spots (A5/ 
 N14, A2/N13).  

• Improved capacity in water services.  
• Improved energy supply.   
• Shared innovation strategy.  

 
Limerick-Shannon:  

• Phase II of the Southern ring road and N69.  
• Improved public transport.  
• Development of recreational facilities.  
• Shared innovation strategy.  
• Targeted urban renewal. 
• Branding and marketing. 
• Infrastructure delivery co-operation across local authorities. 

 
Midlands Gateway:  

• Strategic transport routes.  
• Strengthening water, waste water and solid waste 

 infrastructure. 
• Significant investment in Athone Institute of Technology. 
• Strategic development plan. 
• Needs to develop a shared identity. 

 
Sligo: 

• Strategic urban distribution routes.  
• Regional sports and recreation facilities.  
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• Cultural entertainment quarter.  
• Build up research and innovation capacity.  
• Shared innovation strategy.  
• Targeted urban renewal. 

 
Waterford:  

• Completion of the M9 and N25 by-pass.  
• Enhancing port facilities.    
• Investment in Waterford Institute of Technology.  
• Shared innovation strategy.  
• Development potential on the North-Quays. 
Many of the specific actions identified in the gateways study 

would appear to have significant merit, and subject to their satisfying 
the necessary selection criteria they should be funded under the next 
NDP. In the following sections we outline the spatial aspects of our 
microeconomic chapters. 

TRANSPORT INFRASTRUCTURE 

Investments in transport infrastructure are among the most ‘spatial’ 
investments since apart from servicing a local area transport 
infrastructure also provides wider access. As was highlighted above, 
transport infrastructure is not only an important locational 
determinant for many firms but also a key driver of growth. 
Consequently, investments in infrastructure have a significant role in 
regional development. It should however also be pointed out that 
improved access is bi-directional. In some cases improved access 
may actually have a negative effect on local firms if they only supply 
the local market since it allows competitors to enter that market. 
That said given the geography of Ireland being relatively peripheral 
within Europe, areas that are peripheral within Ireland would benefit 
significantly from improved access.  

With respect to national primary roads our recommendations 
support the approach taken in Transport 21 to complete the National 
Primary route system to standards adequate for predicted traffic 
volumes, which in many cases should be to motorway standard. The 
completion of this investment will primarily aid the major gateways, 
but will also have a significant impact on areas that are proximate to 
these roads. Given that the bulk of freight transported in Ireland is 
transported on the road this investment should help businesses in 
most regions in their efforts to reach wider markets.  

The primary roads network alone will not be able to promote the 
NSS. Rather, the national secondary roads and some key non-
national roads will play at least as important a role, since they will  
provide connectivity between the gateways and hubs and provide 
access to these from the wider hinterlands. In this respect some of 
the prioritisation contained in Transport 21 is puzzling, and 
consequently we recommend a modified prioritisation.  

While the Ring of Kerry, West Cork Coastal and Clare Coastal 
routes serve an important role in the tourist industry in those areas, 
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other roads that were not prioritised within Transport 21 will yield a 
higher return since they connect a large population and more urban 
centres. In particular we recommend that the N62 North-South 
route through the Midlands, from the N8 Dublin-Cork road at 
Horse and Jockey through Thurles-Templemore-Roscrea-Birr-
Athlone, should be accorded a high priority in addition to some of 
the other routes chosen (e.g. N52 Dundalk-Mullingar-Tullamore-
Birr-Nenagh, and N80 Tullamore-Portlaoise-Carlow-Enniscorthy). 
These routes cater for substantially higher traffic volumes than 
certain of the coastal routes, which have been selected. Overall, we 
recommend that a specific and comprehensive programme of 
National Secondary road improvements should be included in the 
next National Development Plan. In many cases, roads classified as 
Regional roads, and in some cases even as County roads, carry 
traffic volumes well in excess of the less busy National Primary and 
Secondary roads. A specific fund should be made available for 
investments in a limited number of strategic non-national routes. 
Alternatively, a review of road classification might allow these roads 
to attract funding as part of the national road network. 

Rail transport has been increasing its ‘market share’ in certain 
areas, and appears to be preferred by commuters. Against this 
preference, the costs of providing a service both in capital and 
operating cost terms need to be considered. Our recommendations 
on both main-line and suburban/urban fixed rail investment is that 
careful analysis of individual projects needs to be carried out well in 
advance of planning such infrastructure. Where the project 
evaluations pass established criteria, including a comparison between 
alternative modes, investment should proceed. As the international 
evidence shows, for inter-urban routes rail investment is rarely the 
correct choice. This is especially the case in Ireland since the 
population density in many areas is low resulting in relatively low 
demand when judged against the total potential capacity and costs. 
The available evidence on the Western Rail Corridor is not 
convincing and we accord this project a relatively low priority.  

There may be a need for expansion of urban public transport in 
all gateways. In this respect some fixed rail investment may be 
optimal. In the transport chapter we recommend that such 
investments are not only judged against alternative modes, but also 
that the system wide impact is taken into account. In relation to 
fixed rail investment in the Greater Dublin area, if accompanied 
with the appropriate spatial planning control, this can have a 
significant positive impact reducing congestion. 

It is established Government policy that the principal 
commercial air and sea ports should no longer be recipients of State 
funding for capital works, and that they should be financed, as to 
both operating and capital costs, by charges to users. We endorse 
this approach, which internalises the costs and also provides market 
signals to guide investment. With respect to regional development it 
appears more important that access to the major airports Dublin, 
Shannon and Cork be improved than to improve the infrastructure 
in regional airports that have limited scope to expand routes to key 
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international hubs. Since air travel is particularly important for those 
individuals who require relatively speedy transport, access to major 
hubs has become increasingly important. 

WASTE INFRASTRUCTURE 

There is now a much-reduced role for central Government funding 
of waste management services, our recommendations here are 
limited. There is a level of momentum building up in the sector, in 
terms of increased diversion of waste from landfill, and the delivery 
of new infrastructure, and this should continue without the need for 
direct Government intervention. 

It is important that the administratively imposed regional 
structures do not impact on investment decisions for major 
infrastructure such as landfills and incinerators, specifically the 
number and size of these facilities. These should be decided on 
economic grounds, taking into account environmental 
considerations. Considerable economies of scale exist in the delivery 
and operation of these facilities: fewer, larger landfills and 
incinerators will cost society less than more, smaller facilities. 

WATER INFRASTRUCTURE 

The regional need for water infrastructure is driven by the evolution 
of the population and economic activity. Of course, overall use of 
water could be reduced through the correct pricing of water and 
through leakage reduction. Allocating infrastructure rationally is 
greatly aided by the correct pricing of water, and in this respect 
involvement of developers is also important.  

From a regional development perspective it is important to 
develop sufficient capacity to accommodate the population growth 
and growth in economic activity. The NSS seeks to increase the 
critical mass and thereby the population of the hubs and gateways. 
Consequently, for the gateways and hubs a limited ‘strategic reserve’ 
capacity in water supply and waste water treatment should be 
considered. This would ensure that capacity is available for new 
investment. 

HOUSING 

As with water, social and affordable housing needs are demand 
driven. However, as house price inflation has been particularly 
severe in the major urban areas, which also tend to contain 
concentrations of poor individuals, the need for investment in 
housing should be concentrated in those areas. This, however, 
should be subject to further detailed analysis of housing waiting lists 
and other relevant information. 

Apart from the social and affordable housing, the housing needs 
of the wider population need to be catered for. This is not a 
function of the public sector. However, it is important that sufficient 
serviced land will be available especially in the hubs and gateways in 
order to ensure that critical mass is generated. 
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ENERGY 

The regional development issue regarding energy is the capacity of 
the energy transmission network to supply all energy needs. In some 
parts of the country (e.g. Donegal and some parts of the West) the 
electricity transmission network has insufficient capacity in order to 
cater for significant additional demand. This could restrict the 
development potential of these areas. While direct public 
intervention is not warranted, it will be important to ensure that the 
planning process will not delay any improvements in the 
infrastructure. 

TELECOMMUNICATIONS 

The availability of broadband is argued to be important in ensuring 
future competitiveness. While one can argue with this view, it is 
important that firms in particular have access to modern 
telecommunications infrastructure, and in particular broadband. 
With the MAN’s programme considerable progress has been made 
in rolling out broadband in many small towns. It is unlikely that 
significant unmet demand exists in the gateways and hubs. However, 
particularly in rural areas, the roll-out of broadband remains 
problematic. While rural areas have a very low broadband coverage, 
these are also the areas with the lowest PC ownership and therefore 
potential demand. In Northern Ireland there is 100 per cent 
broadband coverage but take-up has been poor. This suggests that a 
cautious approach to providing rural broadband should be followed. 

HUMAN RESOURCES  
Many of the interventions in the area of human resources are ‘space 
neutral’, that is they apply to all areas. However, particularly in the 
area of third level and early school leaving there is more regional 
differentiation. Early school leaving is a national problem, but a 
number of urban areas have more concentrated problems, which are 
more amenable to intervention. 

As was highlighted above, a process of divergence in relation to 
third-level attainment rates across the regions has been ongoing. 
This is important for regional development since the availability of 
graduates has become more central to economic development than 
almost all other factors. While the spatial distribution of universities 
is uneven, creating new universities or converting the Institutes of 
Technology to universities is not warranted. This is supported by the 
high third-level participation rates among some countries, which do 
not have a university. Rather, the problem is with attracting the 
graduates back to their home areas. In this respect the circular 
relationship between the availability of highly-skilled workers and 
the demand for them. If an area does not have a high-skills 
workforce it is unlikely that a high-skills employer will locate there, 
thereby reducing the incentive for high-skills individuals to live in 
this area. This needs to be tackled through other measures that 
determine the quality of life and firm location.  
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RESEARCH AND DEVELOPMENT  
The regional innovation strategies that were supported through the 
current NDP have not been a success. With the increased funding 
recommended in this study, new ways of ensuring that innovation 
takes place in all regions will need to be found. In this respect the 
Institutes of Technology will play an important role. However, it 
seems unrealistic to expect them to carry all the burden of 
innovation at the regional level. Thus, closer links between the 
Universities and the ITs and Universities and firms in all regions 
need to be fostered. 

CHILDCARE  

As with other investments, childcare is highly dependent on demand 
and thus the evolution of the population. As the hubs and gateways 
are targeted for growth, more resources are likely to be needed in 
those centres. 

SPORTS AND ARTS  

Sports and arts facilities play an important role in determining the 
quality of life of the population. As quality of life is important in 
attracting and retaining skilled workers these facilities play an 
important role in regional development.  

NEW GATEWAYS AND HUBS MEASURE 

While all these individual investments are important, their co-
ordination is even more important. This will require effective 
planning at the local and regional level. Consequently, the NSS 
required regional planning guidelines (RPGs) to be drawn up. While 
the experience with these RPGs is still patchy there appears to be 
more take-up.  

In order to incentivise the gateways and hubs further we propose 
that an integrated measure for gateways and hubs be established in 
the next NDP. This will fund large integrated projects on a 
competitive basis. While at the margin resources should be targeted 
at the gateways and hubs rather than other areas, incentivising the 
gateways and hubs and in particular those that are made up of more 
than one urban centre or more than one local authority would 
appear to help in fostering a greater emphasis on joint projects. The 
funds available through this measure should be additional to those 
available under other measures, which means that there should be an 
incentive for gateways and hubs to apply. The types of projects that 
should be supported under the measure should always incorporate 
either several different investment strands (e.g. the integration of 
different infrastructure) or several administrative units (e.g. several 
local authorities). This ensures that there is significant value added 
from the investment, which might not take place otherwise. 

There are two ways in which a competitive nature to the measure 
can be achieved. First, funds in this measure could be allocated 
subject to very tight criteria so that the total budget is not spent 



94 EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

unless sufficient good applications are forthcoming. Alternatively, 
the measure could be set up in such a way that only some gateways 
and hubs are successful. While the latter has the disadvantage that 
not all projects, regardless how good they are, would be funded 
while the former has the disadvantage that there is always a danger 
that once funds are available, that they will be spent regardless of the 
quality of applications. The level of funding proposed below is 
indicative and clearly one may want to alter this in light of some 
pilot costings. 

A major failure of the current NDP was not to include regional 
development selection criteria as part of the programme 
complements. As the discussion above indicates, almost all 
investments have a role to play in regional development. Going 
forward the NSS needs to be fully taken into account through 
explicit project selection criteria that take regional development into 
account. 
 
 As was indicated above, under the current NDP a number of 
measures were aimed specifically at rural development. The Area 
Base Rural Development initiative provided funding for a range of local 
activities including networking, the production of business plans, 
local crafts and tourism/agri-tourism. While this measure is useful 
its scope limits the likely impact on total employment. Furthermore, 
the cost of a job created under this measure was quite high. 

6.5 
Current 

Activity on 
Specific Urban, 

Rural and 
Regional 

Development 
Measures The Village and Town Renewal measure suffered from poor 

progress but was nevertheless evaluated favourably as part of the 
Mid-Term Evaluation. This measure can play an important role in 
improving the built environment in urban areas of various size with 
should have a positive impact on the quality of life in these area. In 
this respect the protection and enhancement of the heritage needs to 
be an important objective, which will also help support a vibrant 
tourist sector. This aim was supported through the Heritage 
Conservation measure. 

The Western Development Fund on the other hand was more 
specifically aimed at conventional enterprise support through the 
provision of loans and equity for SMEs and firm start-ups. Thus, 
this sub-measure is very similar to the micro-enterprise and equity 
sub-measures in the Productive Sector OPs, but with a specific 
spatial extent in that it relates only to the counties of the Western 
region as defined by the Western Development Commission Act. 
Given the fact that rurality is not just an issue affecting the selected 
western counties it is difficult to understand the limited spatial remit 
of this measure. Furthermore, as it is similar to other measures there 
appears to be a degree of duplication, indeed there is also a similar 
measure aimed at Gaeltacht areas. These concerns are particularly 
pressing as the unit costs of the measures differ significantly. The 
Mid-Term Evaluation of the current NDP pointed to the fact that the 
cost of creating a job through the Western Development Fund was 
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over six times higher than that of a job created through the micro-
enterprise Selective Financial Intervention sub-measure.30 In general 
it is not good practice to have proliferation of different schemes, 
which are essentially doing the same. Thus, all measures of financial 
support to small and start-up enterprises should be merged, but 
carry a bias towards rural areas. 

The Rural Development Fund provided support for research, 
evaluation and pilot actions. As solutions to the problems of rurality 
need to be developed this measure appears to be useful. However, 
attention needs to be directed towards the outputs of the measure. 
Currently, the performance indicators are the number of 
consultancy reports produced and the number of recommendations 
adopted. There has to be a more direct link to policymaking and 
other measures. For example, if research funded under such a 
measure produces a finding that is relevant to another measure there 
should be a mechanism by which the findings can be incorporated. 

RECOMMENDATION ON THE SPECIFIC MEASURES 

Given the poor prospects of the primary sector on farm structural 
and fisheries measures should be downgraded but the general rural 
development measures should be maintained. This suggests that a 
general redirection of resources to a better-targeted rural 
development measure would be desirable. Better targeting not only 
refers to identifying target groups of individuals and firms but also 
spatial targeting. The experience from the Mid-Term Evaluation 
suggests that some measures would benefit from a significant review 
and re-design. The Area-based Rural Development Initiative 
suffered from the high costs of additional jobs created. In this 
respect it performed no better than the Western Development 
Fund, which we recommend should be merged with a number of 
other similar measures. It may well be the case that the existing 
performance indicators in this area are not appropriate. 

Overall, our recommendations are to maintain expenditure in all 
specific regional development measures that were part of the current 
NDP as these make an important contribution.  

Furthermore, as highlighted above, we propose that a new 
integrated infrastructure measure to support the NSS be established. 
This will ringfence some of the resource recommended for 
expenditure under the various infrastructure investment areas for a 
competitive fund for gateways and hubs. 

 
 
 
 

30 At the time of the Mid-Term Evaluation 122 new jobs had been created in the 
BMW region through the Western Development Fund at a cost of €27,352 per job, 
while a total of 3,637 jobs had been created under the Selective Financial 
Intervention measure at a unit cost of €4,431. According to the Department of 
Community, Rural and Gaeltacht Affairs, the unit cost to this point is €13,900. 
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Table 6.4: Urban, Rural and Regional Development 
Measure Recommendation 2006 

(€ million) 
2007-2013 
Average 

(€ million) 
Rural Development Fund Same 5.5 5.5 
Heritage Conservation (Historic 

Properties) 
Same 19.0 19 

Urban and Village Renewal 
(incl. Gaeltacht) 

Same 21.5 21.5 

Area Based Rural Development 
Initiative 

Same 13.0 13 

NSS integrated infrastructure 
measure 

New 0 70 

Total  59 129 
 
The 2006 allocation is based on the figures for the NDP and is 

not directly comparable with the MACIF used in Chapter 5. 
 
 The results of the latest academic literature on economic 
geography suggest that lagging regions may find themselves locked 
in a vicious circle of underdevelopment, which even with public 
intervention is likely to be difficult to break. The international 
experience shows, that small remote communities are often not 
viable without substantial public supports, since the economic basis 
on which they were founded has disappeared. It is important to re-
emphasise that rural development is a much wider concept than 
agri-development. At a time where the primary sector continues to 
decline in importance not just nationally but also in almost all rural 
areas more attention needs to be focused on activities that are 
outside the primary sector. Already, the majority of farmers are 
working only part-time on their farms, and thereby the rural 
economic base is broadening. 

6.6 
Summary and 

Re-
commendations

The poor urban structure and low population density has limited 
the scope for development in some regions. This, coupled with the 
dominance of Dublin has also focused attention on the generation 
of critical mass in ‘counter poles’ to Dublin. This of course needs to 
recognise that Dublin is the only city of international size on the 
island.  

Overall, focusing on critical mass, the central aspect of the NSS, 
is supported by the economic geography literature. Furthermore, 
critical mass development that concentrates the population in and 
around selected centres results in lower costs in public service 
provision and better services. Changing the recent development 
pattern from one of dispersal towards one of concentration will 
have significant environmental benefits through reduced long 
distance commuting. 

It is against this background that the NSS was framed. Given the 
aims of supporting critical mass outside of Dublin, while not 
undermining Dublin and simultaneously supporting development 
outside the gateways and hubs means that the NSS balances a 
number of potentially competing aims. Achieving these aims 
requires thorough co-ordination of all Government policies, and 
especially investment policies. The NDP is perhaps the most 
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important tool to implement the NSS. In this respect there are a 
number of key actions that will be necessary: 

• Investment in the gateways and hubs needs to be prioritised 
which requires the project selection criteria to explicitly 
incorporate the NSS. This is important for all aspects of the 
NDP not just a subset. 

• The regional focus of the NDP has to move from the 
NUTS 2 level towards the NUTS 3 planning region level.  

• A specific NSS measure should be introduced in the NDP. 
• The investments under the NDP must be supported by 

strong planning, particularly in order to prevent further 
urban sprawl and in order to build up the critical mass. 

• The evaluation of the regional aspects of the NDP and the 
NSS require the proper research infrastructure to be built 
up. 

• Further research in the mechanisms driving the spatial 
patterns needs to be undertaken.  

 
 



7. ENVIRONMENT 

Given the huge scope of economic activity covered by the NDP it 
will have a wide-ranging impact on the environment. The channels 
through which it will impact on different environmental media 
(water, air etc.) are many.  

7.1 
Introduction

The most obvious and direct channels are where the investment 
has been driven directly by environmental needs. These types of 
investment include the investment to clean up emissions to water 
and to guarantee a safe and satisfactory water supply for households 
and business. In addition, while not a major call on public resources, 
the regulation and provision of facilities for dealing with solid waste 
are also of clear economic and environmental importance.  

The second type of channel through which the NDP will impact 
on the environment is indirectly through the effects on economic 
activity of specific NDP measures undertaken for reasons other than 
their environmental impact. For example, the investment in public 
transport should allow a reduction in commuting by car and, hence, 
in greenhouse gas emissions and in congestion. These 
environmental benefits are a by-product of the investment. 

The third and most indirect channel is where NDP measures 
affect the overall level of economic activity in the economy and 
where that economic activity itself has an indirect effect on the 
environment. For example, at the most aggregate level the NDP 
investment, by relieving constraints on economic growth, will 
contribute to a long-term higher level of output in the economy. 
Ceteris Paribus higher output will result in higher emissions of 
greenhouse gases. Under the High Growth scenario, described in 
Chapter 4, emissions of greenhouse gases in 2013 will be about 3 
percentage points (relative to 1990) higher than today. However, 
much of this increase would happen even if there were no NDP 
investment. 
 
 In the case of the current Economic and Social Infrastructure 
Operational Programme environmental principles have played a key 
role in the selection of the priorities. These include the Public 
Transport Priority, selected because it holds out the prospect of, 
among other things, reduced congestion and emissions and a better 
spatial distribution of habitation, though the balance with respect to 
roads is not spelt out. The Environmental Infrastructure Priority 
addresses environmental concerns including those of EU Directives 
(Urban Waste Water and Drinking Water), pollution of rivers and 
lakes and inadequate access to public waste water treatment facilities. 

7.2 
Progress to 

Date 

98 
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Major progress towards achieving full compliance with the directive 
will be made under the current NDP. 

The aims of the Priority for Sustainable Energy include improved 
local air quality and reduction of pollutants, especially of CO2 
emissions, to levels agreed in the Kyoto Protocol on combating 
climate change. In the current NDP this measure is limited in 
nature, though still making a contribution to promoting energy 
efficiency. The alternative energy provision in the NDP was to some 
extent overtaken by events. Extensive deployment of wind energy is 
taking place driven largely by market forces rather than because of 
any state support under the NDP. In this case the fact that money 
has not been spent while the objective has been achieved represents 
a significant success. 

Where the Roads Priority in the current NDP is concerned, 
environmental principles affect its manner of delivery so that the 
investment will ensure ‘a high level of environmental protection’. 
Many of the projects in the Regional Operational Programmes are 
guided by environmental objectives, especially in the Local 
Infrastructure Priority, which includes waste management, habitat 
protection and heritage conservation. The Agriculture and Rural 
Development Priority includes support for farm waste management 
and animal carcass disposal. However, as discussed later it is 
questionable whether such support should be necessary to achieve 
the desirable environmental goals. 

 
 The underlying purposes of investment in water infrastructure are 

on the one hand the provision of clean and safe water and, on the 
other hand, the protection of public safety and water quality in water 
bodies. Economic and demographic growth, the implications of the 
Spatial Strategy, the need to meet national and EU standards, and 
the satisfaction of benefits from water-related activities and passive 
enjoyment on the part of tourism, are drivers of the ‘where’, ‘how’ 
and ‘how much’ investment is advised. It goes without saying that 
the achievement of efficiency in the investment’s specification, 
delivery and subsequent operation, or getting value for money, is a 
key requirement. 

7.3 
NDP 2007-2013

While there will still be some work to be done in the next NDP 
to achieve full compliance with the Urban Waste Water Directive, 
the progress achieved to date has been maximised as all the larger 
projects have been completed or are nearing completion. The result 
is a major improvement in the waters surrounding the island of 
Ireland. Where progress is still required is in the quality of water 
supply and in reducing emissions to the rivers and lakes of Ireland 
from human activity, including agriculture. 

The next plan will be framed in particular by the standards and 
procedures specified for drinking water and in the Water 
Framework Directive. Population growth of 13 per cent by 2013 
and 28 per cent by 2020 (according to the high growth scenarios) 
point to extra demand for water services as well as opportunities for 
installing water-using equipment and procedures for efficient water 
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consumption. In addition to population growth, projected lower 
occupancy of dwellings also raises consumption.  

The issue of global warming may be a long term one but its 
possible impacts should also be considered. Water availability for 
increased abstraction in the eastern and south-eastern regions is 
becoming tight and there are associated implications for ground 
water use, the possibility of low-flow situations and potential 
problems for dilution of water-borne effluent. As a consequence 
water services will be more costly to deliver and efficiency becomes 
all the more important. In so far as the existence of water 
infrastructure acts as a ‘facilitator’ for future population and growth, 
the positioning of such infrastructure has long-term effects. Given 
significant economies of scale, enjoyed by waste water treatment 
plants in particular, careful consideration of positioning at hubs and 
gateways is called for.  

Because of the absence of domestic water charges the 
consumption of water by the domestic sector, which constitutes 
approximately half of all consumption, is insulated from the costs it 
imposes on the system, not to mention future potential 
environmental costs. This situation goes against the spirit of the 
Water Framework Directive and it means that careful users 
ultimately pay through their taxes for the wasteful use of others. 
Analysis of the issue is called for as it could see excess capacity being 
provided as well as water-saving technology ultimately not receiving 
the support it deserves (because of the failure to acknowledge the 
true economic cost of water use). A serious and sensible look at 
charging is required. 

In keeping with the underlying purposes of investment in water 
services outlined above, the indicators need to be carefully 
formulated to look at the results of specific investments. Water 
quality downstream of plant needs to be measured before and after 
investment to show whether the investment policy achieves its aim. 
Such indicators would also constitute parameters for the cost-
benefit analyses. Cost-benefit analyses should become increasingly 
important under the Water Framework Directive, which is more 
flexible than the Urban Waste Water Treatment Directive by being 
relatively more focused on objectives rather than on means and has 
the potential for greater efficiency. More attention should also be 
paid to the potential benefits of leakage reduction. 

While not a major factor in expenditure under the NDP, the 
problem of minimising the generation of solid waste and of 
disposing of it in an environmentally satisfactory manner has 
featured in the current NDP and should be a feature of the next 
NDP. This is a regulatory issue as the large investment to be made 
should be undertaken on a purely commercial basis and the cost 
should be paid by those who generate the waste – businesses and 
households. Significant progress has been made in implementing the 
polluter pays principle in this sphere and this is having a significant 
impact in reducing the volume of waste generated by households 
(Scott, Watson and Gorby, 2006).  
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Going forward the regulatory regime needs to ensure that the 
cost of the investment to be undertaken in waste disposal is 
minimised and that the new infrastructure is used as efficiently as 
possible. Rather than encouraging the development of many 
different waste disposal facilities the aim should be to reap the 
economies of scale that technology allows (Barrett and Lawlor, 
1995). This will also be important to ensure that the necessary 
environmental regulation of the waste disposal facilities can be 
undertaken on an ongoing basis in a cost and environmentally 
effective manner.  

Another measure under the NDP directly affecting the 
environment is the investment in promoting energy efficiency. 
These measures are designed to encourage more efficient use of 
scarce energy resources and also to minimise the resulting emissions 
of harmful gases, especially greenhouse gases.  

The impact of the transport investment is difficult to determine 
without having details of the public transport programme that is 
warranted on cost benefit grounds. However, as provided for in 
Chapter 12, there is likely to be a major increase in investment in 
this area of the economy over the course of the next NDP. To some 
extent the provision of such infrastructure will, through normal 
market forces, result in some increase in urban densities, some 
reduction in car-based commuting and a move towards more 
sustainable living.  

If the investment in urban public transport is to produce its full 
economic benefits, as discussed in Chapter 12, it will need 
supporting measures to be implemented. These will include road 
pricing and physical planning guidelines designed to move Dublin 
towards a more sustainable model of living. 

If the investment is to produce a reasonable economic return to 
society it will be important that the physical planning process 
changes to promote much denser development around the new 
public infrastructure network. This, in turn, will produce an 
environment that is more sustainable in terms of lifestyle. With 
higher utilisation of public transport and, as a result, less commuting 
by car, emissions of greenhouse gases will be reduced in the long-
term. In addition, it will reduce the problems of congestion. It will 
also produce more efficient use of scarce land resources. Finally, 
because of economies of scale in the provision of other 
infrastructure such as water, waste water and waste disposal, it may 
produce additional economic savings and environmental benefits. 

It will be important that if and when a comprehensive study is 
done on the proposed public transport network for Dublin the 
environmental effects are also examined. Even if a value is not put 
on these benefits some account needs to be taken of them in 
deciding on the prioritisation of public transport projects. 

The proposal to implement appropriate road pricing in the long 
term would have important environmental benefits as well as 
producing much more efficient use of costly transport 
infrastructure. Even without the internalisation of the cost of 
greenhouse gas emissions, the effect of such a regime would be to 
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reduce commuting and unnecessary journeys. In reducing 
congestion it will also reduce emissions per commuter journey even 
where undertaken by car. In promoting a more sustainable lifestyle 
based around increased utilisation of public transport it would 
enhance further the environmental benefits already identified above. 

Large investment is likely to materialise in the next NDP and 
potential technologies and spatial choices range from the 
environmentally sensitive to the environmentally insensitive kind. 
The opportunity to incentivise choices so that they are mindful of 
environmental costs should be exploited wherever appropriate by 
the application of the polluter pays principle.  

The recent housing policy framework entitled Building Sustainable 
Communities31 emphasises a number of key policy directions for the 
medium term, including the building of active and successful 
communities, continuing improvements in the quality of houses and 
neighbourhoods as well as introducing measures to modernise the 
private rented sector. If implemented as part of the social housing 
programme it would also have environmental benefits. 

The direct effects of a number of key measures in the NDP on 
emissions of greenhouse gases will be beneficial. In particular the 
investment in public transport and in sustainable energy can be 
expected to mitigate the increase in emissions that would otherwise 
occur. However, by facilitating more rapid growth in the economy, 
resulting in the level of GNP being almost 2 per cent higher than 
would otherwise be the case in 2020 (Chapter 5) the NDP will have 
an offsetting indirect effect of increasing emissions of greenhouse 
gases. For 2020 the analysis in Chapter 5 would suggest that 
greenhouse gas emissions would be around 3.25 per cent higher 
than would be the case with no NDP. However, this estimate takes 
no account of the benefits, mentioned above, which are likely to 
arise from individual measures such as investment in public 
transport. 

 
31 Housing Policy Framework – Building Sustainable Communities, Department of the 
Environment, Heritage and Local Government, December 2005. 
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8. LISBON STRATEGY 

The Lisbon Strategy was drawn up at the EU European Council 
held in Lisbon March 2000. It is the EU response to the challenges 
of accommodating the impact of globalisation and enlargement and 
has the overarching aim of making the EU …the most competitive and 
dynamic knowledge-based economy in the world, capable of sustainable economic 
growth with more and better jobs and greater social cohesion. Since the EU 
Commission has only limited policy levers to achieve this goal the 
key responsibility to pursue the Lisbon Strategy rests with the 
Member States.  

The Strategy identified the low employment rates especially 
among woman and older persons, high structural unemployment 
and the under-developed service sector as particular weaknesses. 
Furthermore, it pointed to the need for a shift towards a knowledge 
driven economy which is to be achieved through investments in 
R&D and the information society. The development of the 
information society is projected to provide a strong engine for 
growth. Importantly, the Lisbon Strategy also recognised the need 
for modernisation of the European social model.  

Progress on achieving the Lisbon Strategy has been slow, and 
consequently it was re-launched in 2005. Noting that the EU had 
diverged in terms of economic performance from the main 
competitors, the EU Commission asserted that achieving the aims 
of the Strategy were more important than before. Overall, the aims 
of the re-launched Strategy are to “…deliver stronger, lasting growth 
and creating more and better jobs”. Specifically, the Lisbon Strategy 
is to be implemented through the National Reform Programme (NRP), 
which brings together the wide variety of policies and initiatives under 
the ten key policy areas that were identified in the re-launched 
Lisbon Strategy:  

• Extend and deepen internal market. 
• Open and competitive markets inside and outside. 
• Improve European and national regulation. 
• Expand and improve European infrastructure. 
• Increase and improve investment in R&D. 
• Facilitate innovation, the uptake of ICT and the sustainable 

 use of resources. 
• Contribute to a strong European industrial base. 
• Attract more people into employment and modernise social 

 protection systems. 
• Improve the adaptability of workers ad enterprises and the 

 flexibility of labour markets. 
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• Increase investment in human capital through better 
 education and skills. 

Given the focus on employment, the Lisbon Strategy supersedes 
the European Employment Strategy, which was devised in 1997/98 in 
the context of high unemployment in Europe and focused on 
interventions to tackle unemployment and social exclusion. A 
further development is the preparation of the National Strategic 
Reference Framework (NSRF), which is required by the EU 
commission in relation to cohesion policy. The NSRF is to link the 
various national policies to the EU Cohesion goals. 

RECENT DEVELOPMENTS 

If one considers the key aim of the Lisbon Strategy is to enhance 
competitiveness of the EU, it is useful to consider the contribution 
that Ireland is making towards this objective. Given that export 
shares are a measure of competitiveness it is straightforward to 
analyse the evolution of Ireland’s competitiveness using data from 
the United Nations on Irish exports as a share of total world trade. 
As services exports are becoming an increasing share of total 
exports it is also important to consider both merchandise and 
services shares, which are both shown in Figure 8.1. The Irish share 
in world merchandise trade increased steadily until 2002 and 
declined since then. This suggests that with respect to merchandise 
trade Ireland has lost competitiveness. Services exports as a 
proportion of world services trade grew very slowly until 1997 but 
have increased rapidly since then. This structural break may reflect a 
change in classification so this graph has to be interpreted 
cautiously.32 Nevertheless, the recent growth has been very 
significant, and while there was a small dip in the share in 2000, this 
growth has continued, suggesting that Ireland remains competitive 
with regard to services trade. Overall, the annual average real growth 
of services exports from Ireland was 27.5 per cent. With the 
exception of transport (4.8 per cent), tourism (2.9 per cent) and 
royalties (-8.3 per cent) all sub-sectors grew at a very high rate over 
the period 1998 to 2004. For example, there has been strong annual 
average real growth in insurance (40.1 per cent), financial services 
(42.2 per cent), computer services (36.1 per cent) and business 
services (40 per cent).33

 
 
 
 
 

32 The International Financial Services Centre (IFSC) which could also be thought 
to contribute to the structural break was set up in 1987 so is unlikely to be the 
source of the break.  
33 These numbers are derived from the balance of payments statistics using the 
GDP deflator to convert the current series into a constant price series. 
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Figure 8.1: Irish Merchandise and Services Export Shares in Total 
World Trade 
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A key aim of the Lisbon Strategy is to increase the employment 
rate, that is the proportion of the population aged between 15 and 
64 years that is working. A particular focus is on the employment 
rates of females and older workers. In this respect EU targets have 
been set. The overall employment rate targets are 67 per cent by 
2005 and 70 per cent by 2010, while for females the more modest 
targets at 57 per cent by 2005 and 60 per cent by 2010 reflects the 
lower labour force participation. Also important is that there is some 
convergence between the male and female employment rates. 
Figure 8.2: Employment Rates (Numbers Employed Divided by the 

Population Aged 15-64 Years) 
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Source: Own calculations using CSO Quarterly National Household Survey and Population 
and Migration Estimates, various issues. 
 

There is considerable heterogeneity between the regions in terms 
of the employment rate, which is shown in Figure 8.3. Again a 
pattern of convergence between regions is evident which is to a 
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large extent driven by increases in the female labour force 
participation. 
Figure 8.3: Employment Rate by Region 
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ROLE OF THE NEXT NDP 

The next NDP will build on what has been achieved so far in order 
to consolidate and improve competitiveness and thereby contribute 
to the achievement of the Lisbon Strategy. By enhancing the 
productive capacity of the economy, and especially by addressing 
key constraints, the next NDP can increase sustainable economic 
and employment growth. All investments recommended in this 
study address the key policy areas of the Lisbon Strategy. Exceptions 
are: extension and deepening of the internal market, fostering 
competitive markets and improving European and national 
regulation. However, they are not irrelevant to this study in that they 
set an important context. For example, the expansion and deepening 
of the internal market is likely to have a stimulatory effect and allows 
Ireland to benefit since it will open new markets. In this respect 
developments in freeing up services trade are likely to be important. 
Ireland is already highly competitive in traded services and lower 
barriers to services trade are likely to benefit Ireland more than 
other countries. Similarly, the degree of competition has an 
important impact not only on the general price level but particularly 
on sectors related to the investment priorities. In this respect 
increased international competition for construction projects might 
reduce the capacity constraint of the sector and is likely to result in 
more modest inflation. As part of the accompanying measures this 
report proposes a number of recommendations on regulation for 
example in the telecommunications area. 

This report accords the highest priority to addressing 
infrastructure bottlenecks and, therefore, recommends substantial 
further investment in infrastructure particularly in the areas of 
transport, water services and housing. Investments in other areas 
such as waste, energy and telecommunications will largely be put in 
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place through own resources of the service providers, be they state 
owned companies or private enterprises. Not using public resources 
in these areas supports competitiveness for two reasons. First, the 
private sector, due to the profit motive has the incentive to seek out 
the most productive investments. Given the incentives for the 
public sector it is much less likely to choose the best investments in 
areas where the private sector is strong. Second, since higher taxes 
reduce growth through their impact on competitiveness, limiting the 
total public investment to those areas of highest priority supports 
growth.  

The recommendations on R&D are to increase resources 
devoted to this area substantially. Building on investments to date, 
the aim of our recommendations is to achieve a step change in the 
level of R&D investment in Ireland over the period of the NDP 
2007-2013. Our recommendations envisage substantial increases in 
public investment in both higher education R&D and support 
measures for private sector R&D activity. This increased investment 
in R&D will facilitate innovation and contribute to a strong 
European industrial base. Of course the focus of the Lisbon Strategy 
on the industrial base is somewhat misplaced since it appears to 
undervalue the role of traded services in driving growth. 

Furthermore, this report recommends increased spending on 
education and training, which will increase the stock of human 
capital and, therefore, is likely to raise productivity. This will not 
only facilitate the increase in R&D required but will also address 
educational failure, which is associated with poor labour market 
outcomes. Therefore, the investment in education is likely to result 
in improved labour market participation and indeed lower 
unemployment.  



9. NATIONAL ANTI-
POVERTY STRATEGY AND 
INCLUSION STRATEGY 
(NAP/INCLUSION) 

The ten year National Anti-Poverty strategy (NAP) was launched 
in 1997 to help achieve the objective of eliminating poverty in 
Ireland. This was revised and further developed in the NAP Building 
an Inclusive Society: Review of the National Anti-Poverty Strategy (2002).  
The Lisbon Strategy, which is outlined above, also refers to social 
cohesion goals and required Member States to produce Action Plans 
against Poverty and Social Exclusion (NAP/inclusion). Two 
NAP/inclusion plans, 2001-2003 and 2003-2005 have already been 
completed. The second NAP/inclusion plan was recently reviewed 
and the Office for Social Inclusion, which was set up to co-ordinate 
the Anti-Poverty and Social Inclusion policy, has produced a report 
on the consultation for the next NAP/inclusion for the period 
2006-2009.  

9.1 
Introduction

The overall goal of the NAP/inclusion process is to “…reduce 
substantially and ideally eliminate poverty in Ireland and to build a 
socially inclusive society”, where poverty is defined in the following 
way: 

People are living in poverty if their income and resources (material, 
cultural and social) are so inadequate as to preclude them from having a 
standard of living, which is regarded as acceptable by Irish society generally. 
As a result of inadequate income and resources, people may be excluded and 
marginalised from participating in activities, which are considered the norm 
for other people in society.  

The overall goal of the strategy is to be achieved through more 
specific objectives. These key objectives of NAP/inclusion are to: 

• Sustain economic growth and create more and better jobs; 
• Increasing of income support in real terms for those who 

need it and employment participation for those who are 
able; 

• Improve access to and providing higher quality public 
services; 

108 

• Address the specific needs of groups at high risk of poverty 
and tackling the causes of inter-generational poverty; 
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• Supporting disadvantaged communities.  
In addition to this general target NAP also addresses poverty 

issues within a number of key themes and defines targets within 
each of these themes: 

• Income Adequacy. 
• Employment & Unemployment. 
• Educational Disadvantage. 
• Health. 
• Housing and Accommodation. 
• Rural Disadvantage. 
• Urban Poverty. 
These themes reflect the wide range of factors leading to poverty 

and exclusion that are often interrelated. In relation to poverty the 
NAP/inclusion was to reduce the number of individuals who are 
living in consistent poverty below 2 per cent and to eliminate 
consistent poverty. A person lives in consistent poverty if they are a 
member of a household that falls below 60 per cent of the mean 
household income and lacks basic necessities.34 Clearly, income 
redistribution measures can contribute significantly to alleviating 
consistent poverty and in this respect social welfare payments, 
pensions, and disability benefit have been increased at a rate that 
significantly exceeds the rate of inflation. The tax burden has also 
been reduced for the low paid and child benefit has been increased. 
The recently announced National Childcare Strategy further supports 
households with young children. Apart from the direct income 
supports social and affordable housing plays an important aspect of 
tackling poverty. This is particularly important in an environment of 
a booming housing market which impacts on affordability both in 
the owner-occupier market and the rental market. 

Redistribution in itself does little to deal with the root causes of 
poverty. Consequently, other measures to reduce poverty are 
needed. For example, removing obstacles to employment will be 
important going forward since despite the substantial reduction in 
unemployment over the last decade the number of long-term 
unemployed has remained constant for a number of years. In this 
respect tackling educational disadvantage continues to be of high 
importance, especially as low educational attainment tends to lead to 
poor labour market outcomes. Furthermore, special attention needs 
to be paid to particularly vulnerable groups including: 

• children, women,  
• older people,  
• travellers,  
• people with disabilities,  
• migrants and members of ethnic minority groups. 

34 Household income is usually equalised to take account of differing household 
composition. 



110 EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

In order to better set the context against which the various 
investment priorities should be considered it is useful to briefly 
review some poverty and social inclusion trends. 
 
 Poverty and deprivation can be measured in many ways. Poverty 
cannot simply be measured in terms of income since many low-
income individuals do not have a particularly low living standard. 
Thus, poverty measures must incorporate all factors that determine 
living standards. Consistent measures of poverty have been 
developed through extensive research at the ESRI and they have 
both been used to monitor progress on NAP/inclusion and to 
identify targets. Persons suffer consistent poverty if they have a low 
income and score on other non-monetary deprivation indicators. 

9.2 
Recent 

Developments 

Whelan, Nolan and Maître (2006) show that, while living 
standards and levels of deprivations have improved over the period 
between 1994 and 2001, the numbers falling below relative income 
poverty lines has increased. In general the decreased dependence on 
social welfare payments has improved the situation for children and 
likewise older people have benefited from rising relative incomes. 
However, the relative poverty rates among the ill and disabled 
increased sharply. On average, lone parents have become less 
dependent on welfare payments but this does not seem to have 
resulted in lower poverty rates. Thus the study highlights that there 
are a range of groups, which are subject to differing poverty trends. 

Most recently Whelan, Nolan and Maître (2006) reviewed 
deprivation and consistent poverty measures using more up to date 
data. Since the most recent data used for poverty measurement were 
collected in a new survey which differs in a number of respects from 
the previous surveys, they reconfigure the non-income deprivation 
measure by including 11 indicators rather than 9 indicators which 
are then combined with income thresholds of 60 per cent and 70 per 
cent of median income to generate consistent poverty measures. 
They find that certain groups are most at risk of living in poverty. 
These include lone parent households, households with large 
numbers of children, individuals with low educational attainment, 
the unemployed, the ill and disabled. Unfortunately, the measures 
based on the new survey are not directly comparable to measures 
calculated using the previous survey so identifying trends is not 
straightforward. 

As was highlighted above, employment status is a significant 
determinant of poverty. Since many individuals in transitory 
unemployment will not suffer from poverty it is particularly 
important to consider the level of long-term unemployment. 

Figure 9.1 shows the number of individuals classified as long-
term unemployed over the period 1996 to 2005. The graph clearly 
shows the rapid decline in the number of long-term unemployed 
individuals until 2001. Since then the number of long-term 
unemployed has increased slightly. Even though the increase is not 
substantial, it is clear that the level has hit a floor. Clearly, individuals 
can exit the long-term unemployment status by entering 
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Figure 9.1: Number of Long-term Unemployed 
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A number of different groups ma
d

nic minorities. In this section we briefly review some of the 
recent developments and research results for Ireland. 

Starting with gender inequality, research suggests that tackling 
pay gaps is an important element in promoting g

ticipation as women’s participation is particularly responsive to 
increases in pay (Doris, 2001; Callan et al., 2003). Research 
conducted as part of the Mid-Term Evaluation of the NDP (see Fitz 
Gerald, McCarty, Morgenroth and O’Connell, 2003) shows that in 
1987 the ratio of women’s mean hourly wage to men’s mean hourly 
wage was 80.1, representing a gap of 20 per cent. This gap declined 
slowly to 15 per cent in 1997. However, between 1997 and 2000 
there was very little change so the mean pay gap still stood at 15 per 
cent.  

The results for 2000 show that the female/male wage gap is 
narrow

n 91 per cent of male hourly wages on average and among clerical 
workers where the ratio is 87 per cent. The widest gaps are observed 
in both high and low status occupations. Women managers and 
senior officials earn only 72 per cent of male managers’ earnings on 
average, representing a gap of 28 per cent. In sales and service 
occupations the gap reaches 32 per cent, while in elementary 
occupations the gap is 25 per cent. 

Decomposing these results to account for different levels of 
experience showed that time out of
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mig

men. This suggests that interventions, which facilitate 
employment continuity and reduce the penalties attached to time out 
of the work force are extremely important. Within the first category, 
the childcare commitments within the NDP are central. The 
availability of affordable childcare is an important element in 
women’s decisions to stay in the labour market when they have 
young children and on the length of time they stay out of the labour 
market. 

A recent study by Russell, Smyth and O’Connell (2005) further 
analysed the gender pay differentials among graduates. They found 
no gend

oss the entire labour market. However, a gap of 8.2 per cent was 
found for graduates entering the private sector. Of course, if gender 
wage gaps develop due to time out of employment by women then 
measuring the gap three years after graduation may not be 
appropriate. 

Apart from the provision of childcare, which was identified as a 
possible intervention to reduce the gender pay gap, flexible work 
arrangements

ividuals who would otherwise not be active in the labour market 
access to employment. 

The flexible arrangements considered by Russell, Smyth and 
O’Connell (2005), include part-time working, flexible hours, job 
sharing and home work

ved particularly attractive to females, which suggests that 
flexibility would be expected to particularly improve gender equality. 
The findings of the study point to very different impacts of the 
various flexible work arrangements. While part-time working 
reduces stress, it is also associated with lower hourly earnings 
suggesting that this arrangement is typically offered at lower levels in 
an organisation and could result in a larger gender pay gap. In 
contrast, the higher-level workers are more likely to avail of flexible 
working time arrangements, which result in higher autonomy and 
reduced work pressures but do not reduce stress. Similarly, 
employees that work from home tend to have higher work pressures 
and stress but also tend to have higher earnings. 

While Ireland has a long history of emigration, over the last 
decade Ireland has experienced substantial immigration flows. Since 
these immigration flows differ from the prev

ration flow during the 1970s when many Irish emigrants 
returned, in that the current flow is substantially driven by non-Irish 
individuals, Ireland now has significantly larger ethnic minorities. 
Importantly, the average educational attainment of immigrants is 
higher than that of the Irish population, so that this inflow adds 
substantially to the supply of skilled labour. However, as Barrett, 
Bergin and Duffy (2006) show, immigrants suffer an ‘occupation 
gap’ in that on average the nature of their employment does not 
reflect their level of education. This gap could be due to a number 
of factors. These include language barriers, qualification recognition 
and lack of integration into social networks. Importantly, the 
occupation gap has an economic cost in that the ‘underemployment’ 



    NATIONAL ANTI-POVERTY STRATEGY AND INCLUSION STRATEGY (NAP/INCLUSION) 113 

 

 
 at risk of poverty. This may be due to 

ability to participate in the labour market and therefore reliance on 
inc

Table 9.1: Perso
Medic

constitutes a waste of resources, particularly in a tight labour market. 
If immigrants that arrived in Ireland between 1993 and 2003 had 
found employment commensurate with their qualifications, GNP 
would have increased by approximately 0.5 per cent.  
Figure 9.2: Net-Migration 1990-2004 

Source: Central Statistics Office. 
 

As was highlighted above, those with long-term illnesses and
disabilities are particularly
in

ome supports or discrimination. Data published by the Central 
Statistics Office (see Table 9.1) shows that the number of persons 
aged between 15 and 64 years who suffer long-term illness or 
disability is increasing not just in absolute terms but also as a 
proportion of the total (from 10.3 per cent to 10.9 per cent). 
Furthermore, the proportion of those with a disability or long-term 
illness who are in employment has decreased. This decrease has not 
resulted in higher unemployment rates but in higher inactivity rates. 

ns Aged 15 to 64 Years Classified by Whether They Have Long-Term 
al Problems or Disability by Employment Status 

 

Source: CSO Quarterly National Household Survey, Disability Update Q1 2004. 

 

With Health 
Problems 

Or Disability 

No Health 
Problems 

or Disability 
Health Status 

Not Stated Total 
Year    2002   2004    2002    2004     2002    2004   2002   2004 
Total Persons  
(1,000s) 

274.2 298.3 2,239.7 2,419.3 139.9 24.6 2,653.8 2,742.2 

In employment  
(1,000s) 

109.9 110.8 1,534.9 1,621.5 83.2 16.5 1,728 1,748.8 

Unemployed  
(1,000s) 

7.5 9.2 66.4 81 2.9 0.4 76.8 90.6 

Not active  
(1,000s) 

156.8 178.3 638.4 716.8 53.8 7.8 849 902.9 

 % % % % % % % % 
In employment 40 37 69 67 59 67 65 64 

Unemployed 3 3 3 3 2 2 3 3 

Not active 57 60 29 30 38 32 32 33 
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NAP/ 

Inclusion and 
the NDP operation, this must also reflect the NAP/inclu

The economic rationale for the high priority of equality and 
social inclusion may not be obvious. Nevertheless, an economic case 
can be made for the inclusion of the NAP/inclusion principles in 
the next NDP. If particular groups are excluded from any aspect of 
public and economic life their potential will be wasted. By actions 
designed to ensure equality of opportunity and genuine inclusiveness 
these resources can be utilised. Of course, equality of opportunity 
does not mean that everyone will avail of these opportunities.  

Given the strong economic performance Ireland has had an 
e
target. H
result in widening income dispersion. In this respect those that are 
not economically active are particularly at risk. Thus, policies that 
remove obstacles to employment for those currently not active but 
able is a particularly high priority. Tackling these obstacles by 
necessity must address a range of obstacles, including discr

ding to low activity rates among the disabled and the gender wage 
gap. Fast growth has resulted in pressures, particularly in the 
housing market, which could result in higher poverty rates as 
individuals find it harder to secure affordable accommodation. 

SUMMARY OF INVESTMENT PRIORITIES 

Given the very complex and multifaceted nature of poverty and 
exclusion, quite a number of the investment areas considered in this 
report impact on poverty and exclusion. In particular, investments in 
housing, human resources and health play an important role in 
achieving the NAP/inclusion goals. However, other investments 
For example, on rural development also help in reducing exclusion. 
It is, therefore, useful to summarise the contribution that the 
proposed investments will make. 

The most important investment areas which impact on equality 
and social inclusion are: 

• Housing. 
• Human Resources. 
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Furthermore, investments in the areas of transport, community 
make important 

hich comprise the Housing Priority make 
sense in e broadly characterised by tenure, the schemes 
und  e e streamlined more effectively. There is 
an urgen  rationalise the existing schemes and supports and 
the eli ria in order to deliver a more streamlined set of 
ho

 
le housing and more use of schemes using the private 
, such as the Rental Accommodation Scheme be 

uccessfully integrated into Irish society, 
and, eventually, the labour market.  

• Health. 
• Childcare. 

development and rural development also 
contributions to equality and social inclusion. 

HOUSING  

Substantial investment in the areas of social and affordable housing 
has already been made as part of the current NDP. On the basis of 
the analysis in this study, it is estimated that the demand for housing 
units will remain at a high level up to 2011. Given the affordability 
problems especially for key vulnerable groups, social and affordable 
housing will, therefore, continue to play an important role. While the 
five broad measures, w

 that they ar
er ach measure could b

t need to
ir gibility crite
using policy interventions with clear objectives, targets and output 

levels. This should make the schemes more accessible to the target 
groups while at the same time improving efficiency. 

We recommend that a more balanced mix of tenures, including
more affordab
rented sector
pursued. The spend on social rented accommodation by the 
voluntary housing sector should be maintained, given its focus on 
providing rented accommodation for key groups with special 
housing needs, such as the elderly, the disabled and the homeless. 

HUMAN RESOURCES 

At both primary and secondary levels, a major priority remains the 
needs of those children who are currently being failed by the system. 
Their difficulties are multi-faceted and while the outcome is 
educational failure and or drop-out, the answers to the problem are 
not to be found within the educational system alone. It will be 
important to integrate measures to address educational disadvantage 
with other measures to counter poverty and social exclusion. Within 
the education system, there is also a strong rationale for the 
expansion of pre-school and early childhood education for 
disadvantaged groups. At second level, a key objective should be the 
20 per cent of school leavers who leave without having completed 
the Leaving Certificate. In both sectors, also, it will become essential 
to devote more resources to meeting the needs of pupils with 
physical and learning disabilities. Diversity through immigration is to 
be welcomed, but will require additional resources to ensure that the 
‘New Irish’ children are s
into the educational system, 

Measures to assist two groups in particular should be prioritised: 
early school leavers experiencing difficulties in accessing 
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Provision of childcare has a number of beneficial impacts in terms 
nd social inclusion. It supports equality by facilitating 

to be a reasonable 
or new State-supported childcare places. 

d 2010-2013, the focus would need to be broadened 

employment and the long-term unemployed. In relation to both 
priority target groups, the decline in numbers should allow more 
intensive interventions. Recent years have seen significant increases 
in participation in higher education, and the most recent evidence 
suggests that the increased participation levels have been associated 
with a reduction of some of the most glaring socio-economic 
inequalities in access. 

HEALTH  

The healthcare system benefits the whole population. However, 
particular aspects of health expenditure especially in the non-acute 
care area have a significant impact on equality and social inclusion, 
through supports for groups that are especially vulnerable to 
poverty. The non-acute care measure aims to provide facilities for a 
range of different groups, including the disabled, elderly, the 
mentally ill, at risk children, and the wider community. The non- 
acute/continuing care measure is of considerable importance from a 
social inclusion and equality point of view. We, therefore, 
recommend that investment in this area be increased, despite the 
relatively slow progress under the current NDP. 

CHILDCARE 

of equality a
the participation of woman in the labour force and it supports child 
development, particularly for disadvantaged children and, therefore, 
improves their life chances. This is particularly important in that it 
helps children overcome the developmental handicaps often 
associated with poverty and it can enable parents to develop skills 
through participation in education and training courses or to 
enhance their incomes through paid employment. 

While it is difficult to predict the likely level of demand for 
centre-based childcare, and the degree to which non-grant aided 
private sector will persist or develop alongside that provided under 
the EOCP and NCIP combined, the 50,000 additional places which 
the NCIP is designed to provide would seem 
level of provision f

For the perio
to take account of the need to improve and expand early childhood 
education, investment in early education targeted at the 
disadvantaged is included in the education section but is 
predominantly current costs. 

The increased emphasis on quality, early education, staff training 
and retention and the likely need for continued staffing subsidies to 
meet social inclusion objectives all suggest that the ratio of current 
supports to capital supports should be maintained. 
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ent proposed in 
this study will impact on poverty and social inclusion by supporting 
sustainable employment growth. 

IVITY ON EQUALITY AND SOCIAL 

arrow in the sense that it focuses 

vantaged communities to participate in local 

gh rates of drug use. The latter is clearly a 
use

OTHER AREAS 

In relation to transport the recommendations regarding public 
transport are important for social inclusion since public transport is 
the predominant mechanised form of transport for poorer people. 
The Mid-Term Evaluation found no concrete examples of how services 
to disadvantaged communities have been improved. The exception 
relates to the pilot Rural Transport Initiative where social and 
community groups reported that the initiative is proving successful 
in providing those in rural areas with access to vital services. Some 
of the rural development measures mentioned above are targeted 
particularly at the unemployed and, therefore, make a contribution 
to reducing poverty. In general the wider investm

CURRENT ACT
INCLUSION 

The above section has summarised some of the main investment 
areas that will make a contribution to achieving the NAP/inclusion 
aims. However, these investment areas leave some important gaps in 
relation to inclusion measures for specific vulnerable groups. These 
were covered in the current NDP through a number of measures 
which were evaluated as part of the Mid-Term Evaluation. It is 
therefore useful to review these measures and identify investment 
priorities going forward. 

The activity of the current NDP to tackle equality and social 
inclusion issues is through a range of measures. For example, the 
Equality measure is aimed specifically at initiatives to tackle barriers 
to equal participation of woman in the workplace. While this is 
clearly a useful activity it is too n
merely on equality for woman and not other groups such as the 
disabled. Family Support and Community Development are aimed at 
enabling disad
development, training and employment. There is a focus on 
information dissemination and education. A particularly useful 
aspect relates to the enhanced programme of support offered to 
individuals with complex needs, which tend to be the most 
persistently excluded.  

The Youth Services measure provides support for youth 
information services and facilities for young people particularly in 
communities affected by hi

ful activity as it is likely to reduce the rate of drug abuse and aids 
the integration of young people in such communities. However, the 
Youth Services Grant scheme is not specifically aimed at 
disadvantaged youth.   
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. The fact that the number of long-term 
unemployed has remained constant may be due to a failure to co-
ordinate the appropriate interventions for this group. Reintegrating 
the , as far as is possible into the labour market is likely to carry a 
high return.    

ently only refers to gender equality. 
ffer from discrimination and inequality. 

ly 
fro

tion efforts. In this respect it would be useful to 
con

 

RECOMMENDATIONS 

One key recommendation concerning these measures relates to 
targeting. In many cases the aim is to address issues in deprived 
communities. These need to be targeted efficiently. The experience 
from the current NDP is that spatial targeting has in some cases not 
taken place, while for some measures the targeting has been good. 

Often individuals who are socially excluded face a complex mix 
of issues that prolong their exclusion. Tackling these multiple 
problems requires interventions from a range of agencies. This 
should be facilitated through co-ordinated assessment and referral to 
the appropriate agency 

m

The equality measure curr
Clearly other groups also su
These include travellers, the disabled and ethnic minorities. 
Therefore, apart from continuing with the existing measures it 
appears opportune to introduce a new measure to ensure better 
integration of the migrant community in Ireland. Ireland has seen 
unprecedented immigration flows not just of refugees but main

m other EU countries. There is evidence that immigrants often 
possess high qualifications that, however, are not reflected in the 
type of job they find. This may be due to language barriers or 
problems with the recognition of qualifications. Clearly, overcoming 
such barriers would allow immigrants to make a larger contribution 
to the Irish economy by increasing the supply of skilled labour. 
Furthermore, as immigration continues, steps need to be taken to 
prevent marginalised ghettos from forming, which will hamper 
subsequent integra

sider the experience of other countries that receive substantial 
immigration flows.  

Diversity management is an ongoing process of ensuring 
reasonable accommodation of diversity in Ireland and to quote the 
NPAR “…this means taking account of the practical implications of 
cultural diversity in the design and implementation of policies, 
programmes and organisational practices to ensure an inclusive 
society.” This is achieved through a whole system approach i.e. 
mainstreaming, benchmarking, targeting and engagement so as to 
manage the active and positive participation of all groups in society 
and supporting general acceptance of the changes resulting from 
increased diversity. International diversity is seen as an economically 
advantageous strategy. As a country, a diverse, tolerant and vibrant 
society in particular is likely to play an important role in attracting 
further talented and creative individuals. 
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Table 9.2: Financial Recommendation 
Measure Recommendation 2006 

(€ million) 
2007-2013 
Average 

(€ million) 

Equality 
Increase (expanded 

measure) 3.9 8 
Crime Prevention Same 12.7 12.7 
Youth Service Reduce 51.72 45 
Drugs Initiative/Young People Facilities and Services Fund Same 40.0 40 
Community Development & Family Resources Same 92.5 92.5 
Total  200.82 198.2 
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10. NORTH-SOUTH 

The National Development Plan (NDP) for Ireland is being drawn 
up in the context where Northern Ireland has already published its 
Investment Strategy for Northern Ireland 2005/2015. This gives 
significant information on the infrastructural investment likely to 
take place North of the border. This information is important in 
drawing up the NDP because of the extent to which the economic 
futures of the two jurisdictions are intertwined. In particular, the 
economic future of the North-West of Ireland will be heavily 
dependent on the economic future of the city of Derry/ 
Londonderry over the coming decade. 

In considering the priorities for the next NDP it is important to 
consider what infrastructural investment in Northern Ireland would 
support development south of the border and how the current 
Investment Strategy for Northern Ireland (ISNI) reflects these needs. The 
converse of this is consideration of what investment under the NDP 
could support economic and social development north of the 
border. 

The ISNI reflects rather different priorities for physical 
infrastructural development in Northern Ireland compared to the 
planned envelope for the NDP out to 2010 reflected in the numbers 
published in Budget 2006. There is much greater attention given to 
health, education and housing whereas in the NDP transport is the 
overriding priority. To some extent the allocations represent 
different endowments of infrastructure for historical reasons and 
consequently, different needs. However, it probably also represents 
differences in priorities. 
Table 10.1: Allocation of Investment, Per Cent of Total 

 Republic North 
Transport 38.1 15.7 
Health  7.6 18.2 
Education 8.8 26.1 
Public Administration 12.3 7.1 
Productive Sector 7.4 2.6 
Agriculture 2.9 2.5 
Housing 7.6 12.7 
Environment 15.2 15.1 

 
Table 10.2 shows the actual annual allocations in euro per head. 

This illustrates the fact that the investment effort in the NDP is 
much greater than in the ISNI. The NDP allocations amount to 
around 80 per cent more than the total allocations in the ISNI. The 
allocation for transport in the NDP is over four times that in the 
ISNI. The ISNI is much more heavily weighted in favour of social 
infrastructure, broadly defined. 
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In the case of education the ISNI allocations underpin a strategy 
for significant investment in second-level education. This probably 
represents a need for a “catch up” following on the Costello report 
for the North. In the case of environment the proposed investment 
in the North is front ended loaded and reflects a need to ensure 
compliance with the EU urban waste water directive. For the 
Republic this compliance has been largely achieved through very 
substantial allocations over the last fifteen years in previous NDPs. 

Even with the need to catch up in the North in social 
infrastructure (especially in education) it is slightly surprising that in 
the North the actual allocations per head for health and education 
are so much higher than for the Republic in absolute terms. Also, 
the fact that the allocation for social housing in absolute terms is 
similar in the North to that in the Republic, in spite of the much 
greater pressure on the housing stock in the Republic, may represent 
different priorities as well as differences in the ability of the building 
sector to deliver the necessary infrastructure at reasonable cost. 
Table 10.2: Allocation Per Head Per Year, €, 2005 Prices 

 Republic North 
Transport 981 225 
Health 195 261 
Education 226 375 
Public Administration 317 102 
Productive Sector 191 37 
Agriculture 74 36 
Housing 196 182 
Environment 392 217 
Total 2,573 1,436 

 
From the point of view of the Republic a major priority is the 

development of Derry and its hinterland, including Donegal. The 
decision in the North to upgrade the Derry-Belfast road is probably 
the most important measure that can be undertaken to enhance 
Derry’s growth prospects, and hence those of Donegal. In addition, 
it would benefit that region if the Dublin-Derry road were upgraded. 
Plans are in train in the NDP for enhancement of that road in the 
Republic but it would be beneficial if resources were available to 
bring forward work on the road within the North. 

Generally the plans for road infrastructure in the Republic (under 
the NRA) and in the North are well integrated. The fact that the 
resources available in the North for investment are much more 
limited than in the Republic will result in a somewhat slower 
implementation of the co-ordinated road plans North of the border 
than in the Republic. 

For both Northern Ireland and the Republic the rapid 
implementation of plans to enhance the electricity transmission 
infrastructure on this island is very important. This investment will 
not require taxpayers money from either the North or the Republic, 
being financed by electricity consumers in both jurisdictions. The 
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need for this investment is driven by purely commercial concerns. 
Fitz Gerald (2004) and Fitz Gerald et al. (2005), has shown that an 
all-island electricity market will benefit both economies. These 
studies also showed that the realisation of the benefits of this market 
(due to begin on 1 July 2007), would require this investment in 
transmission to double the existing link between the North and the 
Republic.  

The obstacle to this investment is not finance. Rather it is the 
possibility of significant planning delays in one or other or both 
jurisdictions. Within the Republic it will be important that the 
planning system is changed so as to ensure that the kind of delays 
which have slowed investment in transmission in the past do not 
delay this important investment project. The need for speed does 
not mean that the normal opportunities for consultation to influence 
the precise route of the infrastructure should be bypassed. Rather it 
means that this consultation, including any appeals, should be 
conducted efficiently. 

The energy needs of this island may also require additional 
investment in a second East-West electricity interconnector to 
Britain. This would in all likelihood be built from the Republic to 
Britain. However, the benefits of such enhanced interconnection 
would flow to consumers in the North, just as consumers in the 
Republic are already benefiting from the interconnector to Scotland 
already in place in the North. Once again the cost of any such 
enhanced interconnection will be carried by consumers, not 
taxpayers and the obstacles to accomplishing any needed investment 
will lie more in the planning system. 

One of the biggest planned investment projects in Northern 
Ireland is a new hospital in the South-West of Northern Ireland. 
Such an investment should have implications for the provision of 
medical services in border areas of the Republic. Depending on the 
location of the new facility it could theoretically be possible for such 
a facility to provide services for some of the neighbouring counties 
of Monaghan, Cavan, Leitrim, Sligo and Donegal. The possibility of 
an integrated plan for the provision of key health service facilities in 
the border regions of the Republic and the North should be 
examined. Already the Altnagelvin hospital in Derry provides 
services to the people of Donegal. However, the administrative 
complexity of implementing a more integrated health service on this 
island may prove a major obstacle to getting efficient utilisation of 
valuable new infrastructure in the health sector. 

The plans in Northern Ireland by ILEX for the development of 
Derry could, if successful, provide significant benefits to Donegal. 
The successful and sustainable development of that part of the 
Border region of the Republic will not be possible without 
significant growth in Derry and its hinterland. The plans for that 
part of the BMW region of the Republic should be integrated with 
the plans for Derry’s development. As part of this integration some 
additional investment will be needed to enhance transport 
infrastructure centred on Derry. It should also make better use of 
the health and education infrastructure in the region. This enhanced 
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co-operation might involve enhanced links between the Magee 
campus in Derry and Letterkenny. 

While the provision of health services in the North may be more 
successful than in the Republic, in the area of third-level education 
there are likely to be opportunities for infrastructure in the Republic 
to provide greater services in the North. As indicated above, 
enhanced co-operation between Magee and Letterkenny IT could 
prove valuable to the greater Derry hinterland. Generally there is a 
skills shortage in the Derry area (see the ILEX report) as well as in 
Donegal, where educational participation rates have tended to be 
low in the past. Similarly Dundalk IT, should exploit further its 
hinterland North of the border to provide services in the Newry 
region. 



11. ACCOMPANYING 
MEASURES 

The provision of public investment goods should be met in the 
most efficient and cost effective way. This requires consideration of 
the usage of these infrastructures, and thus of consideration of 
access charges. Determining the optimal level of provision needs to 
be undertaken in the context of an explicit pricing policy framework. 
Pricing policy also helps to optimise the substantial endowment of 
existing public infrastructure. There are other accompanying 
measures, which also need to be put in place along with investments. 
The list of desirable accompanying policy components includes: 

• Correct pricing. 
• Timely delivery.  
• Integration with land-use planning. 
• Regulation. 
• Resource allocation and management. 
• Project Selection Criteria, efficient management. 

 
 The road network in particular is free at the point of use, 
excepting only a small number of point tolls and the fuel tax which, 
while a user charge, is only tenuously related to economic or social 
costs of road use. There are other and substantial taxes on motoring, 
but they merely raise revenue and are not related to road use or to 
the deterrence of social cost imposition. This means that the 
congestion externality is not properly charged for, and hence that, 
especially in cities, road space is underpriced. The amount of 
congestion generated is accordingly in excess of the social optimum, 
as is the attendant discharge of environmental emissions.  

11.1 
Pricing 

In virtually all economically advanced countries, the policy 
response has been to subsidise public transport, which results in a 
situation where all modes of vehicular urban transport are too 
cheap, especially at peak. The result is extensive peak-time 
congestion, and public demands for capacity expansion to meet peak 
demand. 

Even in the absence of externalities, it is not economically 
rational to expand capacity to eliminate peak congestion, especially 
where peak usage is inadequately priced. To do so liberates currently 
suppressed demand, and can make the peak sharper, as the peak-
spreading effect of current congestion is diluted. Since peak users 
are not faced with the full economic and social costs they impose, 

124 
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peak demand is not a real indication of the level of activity that 
should optimally be catered for. 

The landfill levy is an important economic instrument to 
internalise the environmental costs of landfills. It may also be 
appropriate to introduce an incineration levy when such facilities 
become operational, though this should be flagged well in advance. 
However, we would question whether it is appropriate that the levy 
should be the same throughout the country and for all facilities. 

In theory, the levy should reflect the marginal external cost 
generated by the operation of the facility in question, taking into 
account the standard of construction, whether there is energy 
recovery, and the environmental characteristics of the surroundings 
(e.g. proximity of water bodies and human populations). It may be 
that some facilities should have a lower levy while others should 
have a higher levy.  

Absence of metered water-charging of households means that 
consumption of water is higher than it should be. Metered 
consumption per day in England and Wales is under 140 litres per 
head (OFWAT, 2005). In Ireland it is likely to be 170 litres per head 
per day (Fitzpatrick, 2005a). Whether or not it would be economic 
to introduce metered charging is something that can be assessed, 
using a standard appraisal that takes account of financial and 
economic values (EC, 2001). This exercise should be undertaken as 
a priority and the results made publicly available for informed 
discussion. The emergence of water supply constraints in parts of 
the country makes this a priority issue. 

Failure to charge domestic water use could see excess capacity 
being provided and development of water-saving technology not 
receiving the support it deserves. In the absence of a programme to 
introduce charging other incremental measures could be brought in, 
such as metered charging of holiday homes (Fitzpatrick Associates, 
2005a). 

If the appropriate price signals reflecting the cost of emitting 
greenhouse gases were provided by fiscal instruments there might be 
no need for even limited State intervention. However, as reflected in 
Fitz Gerald (2004), the new EU emissions trading scheme (ETS) is 
flawed as it discriminates against renewables by providing an indirect 
capital subsidy to fossil fuel electricity generators. The entire system 
of energy taxation requires to be re-assessed in the light of carbon-
emission objectives. 
 
 The delays encountered in planning and delivering major 
infrastructure in Ireland are abnormal by the standards of our EU 
neighbours. This has affected all aspects of infrastructure, including 
roads, public transport, telecommunications and energy. In the case 
of major public infrastructural investment currently being 
undertaken the number of stages that had to be gone through in 
implementing a particular project contributed to serious backlogs. 
For the future it will be important that the recently published 
Strategic Infrastructure Bill brings about a much more streamlined 

11.2 
Speedy 

Delivery
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process. In addition, all projects to be implemented over the next 
decade should go through the planning process as soon as possible 
so that projects are ready to be implemented as and when it is 
appropriate. We welcome recent Government moves towards 
introducing streamlined planning processes for the delivery of 
essential infrastructure such as landfill and incinerators, as well as 
the possibility of “community gain” to compensate surrounding 
communities. 

Even when the planning process itself has been fully streamlined 
there is still a potential problem arising from the frequent recourse 
to the courts resulting in significant delays on major projects. It 
would be desirable that wherever possible, rather than delaying 
projects, the courts would provide for financial compensation where 
the complainant establishes a case, and the legal viability of this 
option might be explored. At present the cost to society at large of 
the delay due to failure to complete vital projects is never considered 
by the courts. Because of the impossibility of so doing, the large 
number of substantial losers arising from delays, in some cases 
society as a whole, are never compensated, even when the complaint 
is deemed to be unfounded. While the benefits to society from new 
infrastructural projects are normally assessed as part of a cost-
benefit study these benefits, if foregone through delays, cannot be 
restored through the judicial process. 

Another way to reduce delays in the provision of infrastructure is 
to standardise the design of facilities, so that the time required for 
the design stage of a project is minimised and an application through 
the planning system can be progressed. In the area of design for 
roads the NRA has a produced a design manual, while the 
Department of Education has also moved towards standardised 
design. Such an approach may also lead to efficiency gains 
elsewhere. 
 
 Our recommendations on allocation of funding take particular 
account of the NSS. However, there remains a major problem in the 
Dublin area where the city spreads out over at least seven different 
counties. Unless urgent action is taken to implement the guidelines 
so as to achieve a dense city along public transport corridors, there 
will be little prospect of implementing a fully efficient public 
transport system. An example of such a failure was the decision not 
to zone for high density around the DART extensions to Malahide 
and Greystones. In the absence of higher density this investment 
will not prove to have been justified. There is a need to ensure that 
there is an adequate supply of zoned and serviced land for 
residential development in development plans in order to provide 
flexibility and choice and to restrain land price inflation. This will be 
a key factor in driving down the rate of house price inflation over 
the medium term, particularly in those parts of the country where 
restrictive zoning has contributed to housing affordability problems.   

11.3 
Integrated 

Planning 

Policymakers need to be aware of the linkages between housing, 
land-use, transportation and environmental policies. The market for 



      ACCOMPANYING MEASURES 127 

 

building land is highly regulated, and the highly restrictive zoning 
policy has forced development out into the more distant hinterlands 
of our cities. As a result the spatial pattern of house building, which 
has emerged has encouraged long distance commuting, which has 
adverse implications for the environment in general and our 
emissions in particular. This gives rise to longer-term difficulties for 
the provision of public transport and also reduces quality of life.  

The provision of housing needs to be integrated with the 
provision of other infrastructure, not just public transport, but also 
water, sewage, social infrastructure and other amenities. 

A number of fixed rail projects were announced as part of 
Transport 21. For such projects to be economically viable it is 
essential that they are supported by land use planning decisions that 
ensure high residential and commercial densities. 

Likewise, if the NSS is to be successful it will require the build up 
of critical mass in the gateways and hubs, which means that urban 
sprawl into the wider hinterland of the larger urban centres needs to 
be avoided. International research shows that there is a positive 
relationship between the density of production activities and 
productivity. Thus, high commercial densities are also important.  

The need for new waste management infrastructure is ongoing, 
given population and economic growth, and in some parts of the 
country it is critical due to limited remaining capacity in existing 
facilities. New provision is, however, bedevilled by planning 
difficulties, driven in large part by local public concern and 
opposition. While proposed facilities must go through a full and 
proper planning process, streamlining of the system would be 
welcome.  

Waste management facilities will never be popular with local 
communities, and actual or perceived environmental and health 
impacts may lead to a loss of amenity that is reflected in property 
prices. The question of compensation for this, at a household or 
community level, needs to be explicitly addressed. We welcome 
recent Government moves towards introducing streamlined 
planning processes for the delivery of essential infrastructure such as 
landfill and incinerators, as well as the possibility of “community 
gain” to compensate surrounding communities. 
 
 Waste: Environmental regulation of the waste management sector 
is essential, and is the responsibility of Local Authorities as well as 
the EPA and its Office of Environmental Enforcement. There may 
also need to be explicit economic regulation, in order to fully 
capture the benefits of competition. 

11.4 
Regulation 

Landfills and incinerators are subject to significant economies of 
scale, so large facilities are more efficient than small ones. Left to its 
own devices, the industry will be inclined towards providing a small 
number of large facilities, with lower overall societal cost. However, 
this could lead to regional monopolies or oligopolies, where 
operators could potentially abuse dominant market positions. It may 
prove difficult to maintain more than one viable waste collection 
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service, particularly in smaller towns or rural areas, with the 
possibility again of local monopolies arising.35  

Where Local Authorities continue to be the only supplier of 
services in an area, there is a requirement to ensure that pricing 
reflects efficient levels of operation. Currently, Local Authorities act 
as suppliers, planning authorities and environmental regulators in 
the waste management industry. This means they are potentially 
conflicted in dealings with private operators, which could distort 
competition. With each Local Authority acting as regulator, there is 
scope for inconsistency geographically and temporally. A single 
regulatory structure applicable throughout the State would help 
encourage private participation in the market.  

An economic regulator could also review whether economies of 
scale are being fully exploited in the delivery and operation of waste 
management facilities, in view of the regional approach being taken 
to waste management in the State (see below).  

We understand the Department of the Environment, Heritage 
and Local Government plans to initiate a public consultation 
process on the need for a waste regulator in the course of 2006, and 
we would recommend a full Regulatory Impact Analysis be 
undertaken before deciding whether to appoint one. Should a waste 
industry regulator be appointed, incorporating the role into one of 
the existing economic regulatory bodies (e.g. the energy regulator) 
would be worth considering in order to minimise costs and tap into 
a ready-made bank of expertise. 

Closely related to the regulatory issues is the commercialisation 
of the sector in that this can generate competition. Much progress 
has been made in commercialising the waste management sector 
over the last decade. However, Indecon 200536 demonstrates that 
full cost recovery is still not being achieved in Local Authority 
provided services. Full commercialisation implies that operators seek 
to recover not only their costs but also earn a return on their 
investment (whether they succeed is up to the market). Private 
operators automatically seek this, but it is also appropriate that the 
Local Authorities do so in order to provide a level playing field, as 
well as generating a return for the taxpayers’ investment. 

It is important that the administratively imposed regional 
structures do not impact on investment decisions for major 
infrastructure such as landfills and incinerators, specifically the 
number and size of these facilities. These should be decided on 
economic grounds, taking into account environmental implications. 
Considerable economies of scale exist in the delivery and operation 
of these facilities: fewer, larger landfills and incinerators will cost 
society less than a larger number of smaller facilities. Not to take 

35 See recent Competition Authority pronouncement (Decision COM/108/02, 30th 
August 2005). This indicated a preference for competitive tendering for collection 
services over regulation. Competitive tendering and economic regulation are not 
mutually exclusive, however. 
36 Indecon (2005) indicates a cost recovery rate of roughly 80 per cent in 2004.    
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this on board will impose considerable excess costs on society. The 
Department of the Environment, Heritage and Local Government’s 
recent guidance to the effect that movement of waste across regional 
boundaries is not contrary to the proximity principle is welcome in 
this regard. 
 
Telecommunications: The interrelated low supply and demand for 
broadband can potentially be resolved through the market. 
However, the State still has an important regulatory role and there 
must be concern that regulatory problems have slowed the 
deployment of new technology. The regulatory powers of Comreg 
and the Department of Communications, Marine and Natural 
Resources may need strengthening to deal with the industry, in 
particular in dealing with the dominant incumbent fixed-line 
operator, Eircom. The current model of regulation is designed to 
deal with a situation where the incumbent faces effective 
competition through technical change giving rise to competing 
technologies. However, new technologies do not appear to be 
providing such competition effectively and the telephone wire (or 
optical fibre) connection to individual homes and businesses 
remains a key in providing broadband services.  
 
 For many investment areas inadequate information was available 
to make firm recommendations. These include health, water and 
waste water. This points to the need to develop resource allocation 
models for all key infrastructure areas. In relation to road transport 
the Road Needs Study in 1998 set an important precedent in this 
respect.  

11.5 
Resource 

Allocation 
Model

Given the progress in the roads area an update of this study is 
likely to be useful, not in determining where new roads will need to 
be built but in order to schedule the maintenance of the improved 
system. This study has also made a contribution through the 
development of an initial, if somewhat crude, acute hospital bed 
needs projection model that incorporates the future dynamics of the 
population. In general, a useful starting point towards more efficient 
allocation of resources would be to thoroughly review capital stock 
adequacy in all infrastructure areas, beginning with an inventory 
audit.  

Implementing a proper resource allocation model will prevent 
excess investment where supply could exceed demand and thus 
prevent resources from being wasted. For example, investment in 
are arts infrastructure needs to be wary of the trap of encouraging 
the supply side of arts provision to the detriment of encouragement 
of the demand side (customers), thereby creating excess supply of 
art provision in relation to demand and unwittingly depressing 
artists’ incomes.  

Oversupply can also be minimised by ensuring that once facilities 
are provided the correct incentives exist to maximise usage and 
thereby benefit. User feedback should be facilitated. In the case of 



130 EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

arts and perhaps also sports facilities a centralised regular reliable 
source of information on future events is required.  
 
 The recommendations contained in this report are necessarily 
focused on the general priorities rather than specific project. The 
degree to which the return accrues to the investment in the next 
NDP is not only related to setting the correct broad priorities but 
also to the precise project selection. Thus, even in investment areas 
that are likely to yield a high return individual projects may yield no 
return and such projects clearly should not be selected. 
Consequently, proper project selection criteria need to be 
implemented. 

11.6 
Project 

Selection 
Efficient 

Management 

In its Guidelines the Department of Finance lays out the 
requirements for appraising investment proposals (Department of 
Finance, 2005; CSF Evaluation Unit, 1999). These state that projects 
over €50 million should have a Cost-Benefit Analysis (CBA) carried 
out. More recently the Minister for Finance has announced a 
threshold of €30 million. A CBA is also stated to be appropriate for 
innovative projects costing above €5 million, which involve complex 
or specialised issues. 
 
Water: Fulfilling the requirements of the Water Framework 
Directive, which has the objective of good water status by 2015, will 
require investment and it is up to Ireland to ensure that these deliver 
value for money. It is difficult to specify good investments without 
sound appraisal. A priority is to analyse the total costs and benefits 
of full metered charging, water abstraction, water conservation and 
waste water infrastructure. 

Investment appraisals and cost benefit analyses face a well-
flagged impediment, which is still inadequately addressed.  This is 
the absence of parameters to be included in analyses, often relating 
to the benefits of the project. They include not only the valuations 
of the benefits, many of which are environmental in nature, but also 
the basic information on which to apply the parameters, such as the 
numbers of users of environmental benefits (e.g. statistics on leisure 
pursuits, including numbers of persons and days spent fishing and 
so forth).  

By contrast, analysts in England and Wales have access to a body 
of information on valuations and on leisure pursuits. These 
parameters are collected, prepared and updated by the Environment 
Agency specifically with a view to aiding appraisal of water 
investments. 

 
Social Inclusion: In order to fully reflect the goals on equality and 
social inclusion at programme level the project selection criteria 
need to reflect this horizontal principles for all measures. The MTE 
found that in practice, equality and social inclusion were not 
reflected in the selection criteria for many measures. Of course, in 
many cases the investment cannot reflect equality and social 



      ACCOMPANYING MEASURES 131 

 

inclusion and, therefore, the horizontal principle does not apply for 
these measures.  

Even if the principle is reflected in the selection criteria these 
may not be reflected in a meaningful way or not applied thoroughly. 
In the current NDP incorporation of social inclusion and equality 
was confined to a statement that projects must comply with 
horizontal impacts and only in a minority was there a more detailed 
description of how this criterion is assessed e.g. using a deprivation 
index score for the area.  

Subsequent reporting on progress regarding equality and social 
inclusion was often vague and poorly supported. Where indicators 
relating to social inclusion exist this is usually because a 
disadvantaged/vulnerable group are the sole targets of the measure. 
For example, some of the EHRDOP measures are confined to the 
long-term unemployed, lone parents or early school leavers, 
therefore indicators that relate to the participants, address social 
inclusion by definition. Indicators that assess the impact of more 
general programmes on the disadvantaged are extremely rare. There 
has been scant assessment, for example, of attendance at cultural 
events by people with limited mobility, despite improvements to 
accessibility of the venues per se. 

Overall, while many measures say that social inclusion is 
incorporated into project selection criteria, there is little evidence on 
how this is followed through, which makes it difficult to identify the 
impact or whether alternative approaches would have yielded better 
results. This conclusion not only refers to some of the measures 
which are unlikely to have a large impact on equality and social 
inclusion but also to those areas where social inclusion is central.  

Considerable work has been undertaken by the Combat Poverty 
Agency (CPA) to develop social inclusion indicators for the 
Regional OPs (Harvey, 2002a; Harvey, 2003; CPA, 2002). This work 
provides a very useful model of how these issues can be 
incorporated into both mainstream and targeted programmes. Given 
the experience of the MTE it is recommended that the approach 
developed by the CPA should be applied in the next NDP. 

In a number of areas we highlight the duplication of effort, 
which clearly is not efficient. For example, in the housing area a 
multitude of measures aimed at providing social and affordable 
housing exist. Likewise in the arts a multitude of bodies are involved 
in arts support. The new committee called the Arts and Education 
Committee, drawn from the Department of Arts, Sports and Tourism 
and the Department of Education and Science has been established 
to help children to develop their “creativity and imagination as best 
as they can” (Minister J. O’Donoghue, 21st of October 2005). This 
initiative has the potential to promote co-ordination of the various 
arts services and concentrate on those areas where arts education is 
most under-resourced, and its findings should be considered. 
 
 



12. TRANSPORT 
INFRASTRUCTURE 

In the current NDP the single biggest area of infrastructural 
expenditure is investment in transport. Overall, the decision to make 
the transport area the highest priority under the current NDP was 
supported by the Mid-Term Evaluation (Fitz Gerald et al., 2003), which 
identified substantial returns to road infrastructure (see the 
discussion in Chapter 2). The high return suggested in the MTE 
derives from the fact that while Ireland has an extensive road 
network, the quality and capacity of that network lag substantially 
behind other developed countries. 

12.1 
Introduction

Transport services are vital not just for the movement of goods 
but also for the movement of people. The manner by which 
adequate transport services can be provided is closely related to 
geographic factors, the nature of economic activity and the 
settlement patterns of the population. Given economic trends, 
population growth and changes in land use, as well as the heightened 
importance of sustainability issues, investment in transport 
infrastructure will continue to be of highest importance for the next 
NDP, albeit with a changed composition. In this Chapter we outline 
our recommendation for transport investment considering the latest 
trends, lessons from the current NDP and the Transport 21 
investment plan published by the Government.  
 
 The decision on transport priorities for the next NDP has to take 
cognisance of the latest and possible future trends in the demand for 
transport. Some key indicators are outlined in this section. 

12.2 
Recent 

Transport 
Trends PERSONAL TRANSPORT 

Trends in the mode of transportation used for commuting are 
important since they indicate the degree to which commuting 
patterns are environmentally sustainable and the types of 
infrastructure that have seen the greatest increase in demand.  

132 

Figure 12.1 shows the trends in the proportion of workers using 
various transport modes. The most striking trend relates to the 
increase in the proportion of individuals driving to work, which now 
stands at just over 55 per cent. The reduction in the proportion 
working from or at home is largely due to the decline in full time 
farmer numbers. With regard to public transport modes it is 
interesting to note that while bus transport has continually lost 
market share, train transport has increased its market share. Since 
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trains serve a smaller population than bus services, this increase in 
the aggregate market share is likely to be due to a substantial 
increase in market share in those localities served by trains. 
Figure 12.1: Persons at Work Aged 15 Years and Over Classified by 

Means of Travel to Work 
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As Figure 12.1 refers to proportions it does not indicate the very 
substantial increase in the number of commuters, which increased 
by 24 per cent between 1996 and 2002. Furthermore, the figure only 
refers to workers, and thus ignores travel to schools, colleges, shops, 
recreation etc. The Census does contain information on travel to 
school and college but not other sources of personal travel demand. 
The total number of pupils and students has decreased somewhat 
over time. However, the car based travel has grown even more 
substantially for this group than for workers in that in 2002, 36 per 
cent of those in education travelled as a car passenger while that 
proportion was just 26 per cent in 1996. In absolute terms the 
number of individuals travelling to educational institutes by car has 
increased by 71,000 between 1996 and 2002. 

Overall, the analysis of trends in the mode of transport shows a 
decline in the proportion of individuals using sustainable modes 
such as walking, cycling and public transport. For workers this 
proportion has declined from 29 per cent in 1981 to 21 per cent in 
2002, while for travel to school, college or university the proportion 
using sustainable modes has declined even more dramatically from 
74 per cent to 57 per cent over the same period.  

The increase in car based commuting is closely related to car 
ownership. As Figure 12.2 shows, the total number of cars under 
licence has increased very dramatically following a slight dip in the 
early 1990s. Overall car numbers have increased by 400 per cent. In 
contrast motorcycle numbers have increased only slightly while 
goods vehicles saw a substantial increase, which however was only 
half that for cars. 
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Figure 12.2: Total Personal Vehicles Registered, Relative to 1980  
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Road congestion around the major urban centres in Ireland has 

been increasing substantially over recent years. This is at least in part 
driven by the growth in car numbers. In order to gauge the likely 
future trend in car ownership it is useful to compare Irish car 
ownership rates with other EU countries. As Figure 12.3 shows, the 
car ownership rate in Ireland, at 0.39 cars per person, is below the 
EU-15 average of just short of 0.5 cars per person. Since car 
ownership is positively related to income, and Ireland has converged 
to the EU average income it is reasonable to expect that Ireland will 
in due course also converge to the EU average. At current growth 
rates, of around 0.01 cars per person, this would take approximately 
11 years. However, given that income convergence has already been 
achieved, car ownership may converge faster, which will speed up 
the increased pressure on the infrastructure. 

Figure 12.3: International Comparison of Cars per Capita  
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The relationship between traffic volumes and congestion is 
highly non-linear. Small reductions in traffic volume, once a system 
reaches capacity, induce sharp improvements in journey time. Thus, 
in busy cities with peak-time congestion, peak pricing only needs to 
deter a small proportion of road users in order to have a worthwhile 
impact in reducing the economic, social and environmental costs of 
congestion, and this is confirmed by studies of charging schemes in 
a number of cities including London. 

It is sometimes assumed that the majority, or even all, of the 
morning peak volumes (the morning peak tends to be bigger, 
because more concentrated, than the evening peak) should be 
accommodated, since the trips are presumably work-related and 
accordingly seen as ‘essential’. This assumption should be treated 
with caution. Table 12.1 shows the volumes crossing Dublin’s canal 
cordon in 2002, the year of the last Census. 
Table 12.1: Numbers Crossing Dublin’s Canal Cordon, Morning 

Peak 2002 
 Bus Rail Motor 

Vehicle* 
Walk Cycle Total 

Number 65,483 25,339 83,364 16,603 4,675 195,464 
as % 33.5 13.0 42.7 8.5 2.4 100.0 

Source: Dublin City Council. 
 *Includes taxi, commercial vehicle, motor cycle. 
 

According to the 2002 Census, there were 135,439 people 
employed in the area inside the canals in 2002, of whom 15,619 also 
lived inside the canals. Thus, assuming all peak traffic is work 
related, about 120,000 people out of the total of 195,464 entering in 
the morning peak would have been going to work. There is of 
course some through traffic which both enters and leaves the canal 
cordon during the morning peak, and some non-work trips might 
also be deemed ‘essential’. But as many as 75,000 of cordon-crossers 
may not have been going to work in 2002, and it may be rather 
extreme to assume that there is some imperative about catering for 
every single trip currently made in the morning peak, when road 
users are not faced with any charge designed to reflect the social 
costs imposed.   

GOODS TRANSPORT 

While the movement of individuals is an important function of the 
transport system, the movement of goods is equally important in a 
country that still maintains a high share of production activities. As 
Figure 12.4 shows, freight transport has increased substantially, 
which is of course not surprising since the growth in the economy 
will have led to an increase in the output of goods. Interestingly, 
while the tonnage transported and tonne kilometres have increased 
by about 350 per cent, as was shown above, the number of vehicles 
has increased by just 200 per cent over a longer period. This implies 
that the vehicles are utilised more extensively and/or that the 
capacity of the vehicles has increased.  
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Figure 12.4: Road Freight Indicators (1991=100 Per Cent) 
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It is also useful to consider the use for which the commercial 
transport is put. Almost 30 per cent of tonne kilometres are 
accounted for by Crude and Manufactured Minerals, which includes 
building materials. This suggests that the high level of activity in the 
building and construction sector, part of which aims at reducing 
congestion through the building of increased capacity, is in itself 
contributing substantially to congestion. It is likely that during the 
course of the next decade there will be a substantial reduction in this 
traffic as the building and construction sector adjusts to a more 
normal level of activity (see Chapter 4.) Other sectors that account 
for substantial proportions of tonne kilometres are agricultural 
products (11 per cent) and foodstuffs (21 per cent). 

INFRASTRUCTURE STOCK COMPARISONS 

The measurement and international comparison of infrastructure 
stocks is difficult due to data limitations particularly regarding 
quality measures. While Ireland has a road density that is close to the 
EU average, the largest proportion of Irish roads are of relatively 
low capacity and quality. This is undoubtedly related to the low 
population density and scattered distribution of the population 
compared to other EU countries, which requires a relatively high 
roads density to service the population. If one compares the 
motorway density, then Ireland, with 16.5 per cent of the EU 
average, is well behind the rest of the EU-15 (see Figure 12.5). That 
figure also shows substantial heterogeneity across European 
countries with regard to motorway density with, Belgium, 
Netherlands, Luxembourg and Germany having the highest 
densities and Finland, Greece, Ireland and Sweden possessing a low 
motorway density. The low motorway density in the Scandinavian 
countries is related to the low population density in those countries. 
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In the case of Greece, the relatively low per capita GDP and the 
topography of that country are likely to be the reason for the short 
length of the motorway network relative to the land area.37 Thus, 
Ireland is an outlier in this comparison.  
Figure 12.5: Index of Motorway Density (Kilometres of Motorway Per 

Square Kilometre of Area, EU-15=100), 2003 
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Source: Own Calculations using data from Eurostat, New Cronos Database. The 
Motorway stocks for Denmark, Germany, Portugal and Spain are for 2002, while 
those for Greece, Italy and the Netherlands are for 1992, 1999, and 2000 
respectively. 

 

Of course roads are not the only transport infrastructure and it 
is, therefore, also important to consider other types of infrastructure. 
Using Eurostat data the density of the rail network can also be 
compared across EU countries (see Figure 12.6). Again the 
comparison is facilitated by using an index relative to the average of 
the countries in the sample. Again Ireland lags substantially behind 
with 33 per cent of the average.  

While a number of countries possess a rail network that is close 
to average, Belgium, Germany and to a slightly lesser extent the UK 
have networks that are far in excess to the average. The presence of 
rail infrastructure is usually a historical legacy with substantial initial 
investment having taken place in the 19th century, with subsequent 
investment to maintain and upgrade the system rather than to 
expand the systems. It is therefore not surprising that the total 
length of network is declining in many countries. For example, the 
network in the UK is now only half the length of that in 1946.  

Importantly, while a positive relationship between roads and per 
capita GDP holds in most countries, the same cannot be observed 
for railways. For the UK the correlation over time between GDP 
per capita and length of railway network is -0.7, which is statistically 
significant. This is important in the choice of infrastructure 

37 Islands and mountains make up a substantial proportion of the land area of 
Greece. 
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2003 

Source: Own Ca ns using data from Eurostat, New Cronos Database. Note that 

bove, given that car ownership rates are 

investment since roads tend to yield a higher return than railways at 
least for inter-urban connections (see Affuso et al., 2003) 
Figure 12.6: Index of Railway Density (Kilometres or Railway Lines 

Per Square Kilometre of Area, Sample Mean = 100), 
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the mean, which is 100 per cent is calculated for only the countries in the figure 
which is equivalent to EU-15 minus Luxembourg and Spain. All data refers to 2003 
except for Austria, Belgium, Germany and Portugal where the data refer to 2002, 
Denmark 1998 and Ireland and the Netherlands where the data is for 2001. 

FUTURE TRENDS 

As was already indicated a
well behind the EU average while income has exceeded the EU 
average, and given the positive relationship between income and car 
ownership, the likely trend is for rising ownership at perhaps even 
an increasing rate. The National Roads Authority (NRA) 
commissioned a study to project future traffic on national roads 
(Transport Research Laboratory, 2002) which is further outlined in 
NRA (2003). This study also utilises the relationship between 
income and car ownership and, using unchanged usage patterns, it 
predicts that compared to 2002 total traffic by cars and light goods 
vehicles on all roads will have increased by 31 per cent by 2013. This 
increase is projected to fall disproportionately on national primary 
and secondary roads where traffic will increase by 44 and 36 per 
cent respectively. Heavy goods vehicle traffic is projected to increase 
by 30 per cent with an increase of 43 per cent for national primary 
routes and 37 per cent for national secondary routes. Continuing 
beyond the horizon of the next NDP traffic is forecast to increase 
further.  

Of course the assumption of unchanged usage patterns may be 
questioned and indeed if alternative transport modes become more 
attractive then traffic may not increase by as much. In this respect 
the appropriate pricing mechanism for transport services is 
important. 



      TRANSPORT INFRASTRUCTURE 139 

 

ivate costs of congestion are the rationing device, road 
use

ongested route, and the charges that might 
be 

er trips. 
verse. When road capacity is 

inc se ppening 
cur

ct the capacity constraints at peak, or any 
inc

highlights the need for extra road capacity to 
is increased demand. However, this should be 

ubstantial resources have been devoted to transport projects 
nder the current NDP. Most of the expenditure is covered under 

the economic and social infrastructure operational programme 
(ESIOP), but some expenditure also took place under the regional 
operational programmes for the Border, Midlands and Western 

12.3 

An important lesson from transport economics is that where 
only the pr

rs have inadequate incentives to avoid the peak. The costs 
imposed by the marginal user on others are external costs, a true 
externality, and the failure to reflect these in the incentive structure 
means that traffic at peak exceeds the social optimum. This does not 
mean that the optimal level of peak congestion is zero, but it does 
mean that users face inadequate incentives to avoid the peak under 
current arrangements. 

When traffic grows and peak-time capacity is fixed, road users 
can avoid the peak on a c

imposed for peak usage, in three ways: 
• they can spread their trips to other times; 
• they can use other routes, or 
• they can use other modes, or just make few
These processes also work in re
rea d, without any change to the pricing regime, as is ha
rently on the N7 Naas Road outside Dublin, the new capacity 

will reduce the incentive for peak spreading, will attract back traffic 
diverted to other routes, and will attract extra trip-making and 
diversion from other modes. Anthony Downs, in two widely cited 
books on the subject, calls this ‘triple-convergence’ (see Downs 
1992, and Downs, 2004). 

There is an unusual consensus in the economics literature that if 
no charge is made to refle

remental external costs of congestion, but rather policy seeks to 
accommodate whatever unconstrained peak demand emerges, that 
this will result in waste. The same is true in other industries where 
flat pricing, ignoring demand fluctuations, is employed. In such a 
situation excess capacity is build at substantial capital cost, which is 
infrequently used. Such infrequently used transport facilities should 
ideally offer capacity below the unconstrained peak demand, with 
appropriate incentive structures to ration peak capacity (see For 
example, Button, 2004). 

SUMMARY 

Overall, this study 
cater for th
accompanied by adequate congestion pricing which will shift some 
of the transport demand towards more sustainable modes. The rise 
in unsustainable transport patterns serves to emphasise the need to 
develop sustainable (dense) cities served by good public transport if 
the current environmental problems are not to further deteriorate. 
 
 S

Progress Since 
2000

u
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(BMW) region and the Southern and Eastern region (S&E). As 
Table 12.2 shows by the end of 2004 almost €10 billion was invested 
in transport projects as part of the current NDP. Of this just over 
52 per cent was accounted for by national roads, 26 per cent by 
public transport and a further 21 per cent by non-national roads. 
These are also the investment areas where financial expenditure has 
run substantially ahead of target. The other two areas namely 
seaports and regional airports have experienced slow financial 
progress. 
Table 12.2: Financial Progress on Transport Measures, 2000-2004  

 Expenditure 
Billion 

Expenditure 
% of Planned 

                 % 
National Roads 5,199.5 117.2 
Public Transport 2,565.2 103.4 
Non-national ads Ro 2,097.1 117 
Regional Airports 9.2 59 
Seaports 51.9 30 
Total 9,922.9 112 

 
While financial progress has been s nt in the  major 

 the current NDP, this need not be a good measure 
al progress. The progress repor  the ESIO nd the 

al OP’s show varied physical pr While am the five 
major inter-urban national primary routes physical progress was 
ahe

bstantially higher unit costs 
com

ignifica three
measures under
of physic ts on P a
Region ogress. ong 

ad of schedule (116 per cent) at the end of 2004, progress was 
slower than planned on the M50 and the Dublin Port Tunnel (84 
per cent and 35 per cent respectively). Indeed the latter is now well 
behind the original schedule. Of course, these numbers ignore the 
fact that a substantial number of projects are under way which are 
not counted into physical progress as these projects have not been 
completed. As there are many indicators for the physical progress of 
public transport projects it is difficult to assess the precise degree of 
progress. In terms of the physical output indicators the progress 
appears to be on or close to target. However, in some of the 
outcome indicators progress has been slow. For example, while the 
number of buses in the Dublin Bus fleet has increased from 987 to 
1,064 over the period 2000 to 2004 (86 per cent of the 2006 target), 
the total number of passengers carried by Dublin Bus annually 
increased from 140 million to just under 150 million (79 per cent of 
the 2006 target) (see Indecon, 2005). 

Furthermore, it is important to consider the unit costs of 
investments, since physical progress has been slower than financial 
progress suggesting substantial inflation. In this respect the Mid-Term 
Evaluation considered the unit costs of the measures under the 
Regional OP’s, which showed su

pared to that initially planned for the non-national roads 
measure. In this respect the relatively fast rate of inflation for civil 
engineering projects is particularly relevant, as is shown in Figure 
12.7, where the deflator for roads construction is compared with the 
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12.4 

consumer price index. While consumer prices have risen by just over 
30 per cent between 1996 and 2005, over the same period the price 
of roads construction has increased by almost 70 per cent. 
Figure 12.7:  Road Price Deflator and Consumer Price Index, 

(1996=100) 

Source: CPI is the EU harmonised Consumer Price Index published by the CSO, the 
Roads deflator is taken from DKM/ DoEHLG. 
 
 Following on the 1994-1999 NDP, the current NDP planned
major investment, in particular to advance the national primary 
roads infrastructure as well as a number of key public transport 
p
hop
none the less significant progress has been made. Progress on the 
roads programme may not have reduced delays and congestion in 
and around Dublin. However, without the programme things would 
be much worse. Outside of the major urban areas, and especially 
Dublin, there has been a significant improvement in journey times. 

The experience of the current NDP has shown up a number of 
problems in execution. Some of these problems have already been 
addressed. For example, it is clear that some of the contracts used to 
commission certain new road investment were defective (e.g. 
problems with the N11). However, the broader problem of highe

Lessons from 
the Current 
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n expected inflation holds lessons for the next NDP, lessons that 
have been discussed in detail in Chapter 5. While some action within 
the roads programme could have been undertaken to reduce the 
problem of inflation in the cost of the infrastructure built over the 
last seven years, these problems were not solely, or possibly even 
largely due to the way the NDP was executed. As discussed in the 
Mid-Term Evaluation of the current NDP and also in Chapter 5 these 
problems are a symptom of the underlying success of the economy. 
The rapid growth of the economy, combined with the expanded 
NDP, resulted in a dramatic increase in the demand for the output 
of the building and construction sector. With supply constraints in 
the sector and the economy generally the inevitable consequence of 
the rapid growth in demand was higher inflation. To have dealt with 
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12.5 

macroeconomic policy. For the next NDP it will be important that 
plans for this key component of infrastructural investment take 
account of the capacity of the economy to deliver.  

It will also be essential that the intention in the next NDP to 
implement a huge increase in investment, especially investment in 
public transport, is firmly based on a proper cost-benefit analysis of 
all the proposed new projects. The roads programme has so far 
largely been underpinned by a systematic analysis of road needs 
using clearly defined criteria.  

Given the huge amount of resources to be committed to this 
aspect of the next NDP it is essential that all projects, including 
public transport projects, are subject to such a transparent and 
systematic analysis. Given the high opportunity cost of resources 
devoted to buying the output of the building and construction 
sector, any commitment of fun

 normal cost-benefit criteria will have a high cost for society over 
the coming decade. 

Some specific lessons also emerged from the Mid-Term Evaluation 
(Fitz Gerald et al., 2003). With regard to national roads, while at the 
margin there have been some departures from what would have 
been suggested by cost-benefit analysis, the bulk of the investment 
undertaken was predicted by the methodology ex ante to be of 
significant economic

se expectations have been realised in practise. In the area of 
public transport the MTE suggested that no further investment on 
rail safety and mainline track renewal should be carried out without 
proper economic cost-benefit analysis. This reflects the generally 
poor return to inter-urban rail investment highlighted above. The 
MTE also urged that inter-urban bus routes be increasingly 
liberalised. While urban bus investment was found to yield good 
returns, this return was not maximised due to the failure to 
introduce integrated ticketing as promised. Importantly, three years 
on integrated ticketing which has been common practice in most 
EU countries for decades is still not implemented. With regard to 
urban rail projects the MTE highlighted serious cost and delay 
problems with LUAS. These arose from changes in the original 
specification. Once a final specification was agreed and a contract 
signed, the delivery of the LUAS ran largely to plan.  The MTE also 
pointed to the need to improve the use of the suburban rail capital 
stock through frequency improvement and the imposition of 
appropriate physical planning guidelines on urban areas (Dublin) 
was highlighted. These findings remain relevant in deciding on 
investment priorities going forward. 
 
 The Government launched, on November 1st. 2005, a 10-year 
transportation investment programme called Transport 21. This 
includes an extensive range of projects for the road network, the 
inter-urban rail network and for rail 

The Proposals 
in Transport 21 

th
p
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been estimated by the Department of Transport at just over €34 
billion for the years 2006 to 2015 inclusive. Their projected 
breakdown is as follows. 
Table 12.3: Breakdown of Transport 21 Capital Spending to 2015 in  

€ Million 
 € million 

National Roads   16,513 
PPP Toll Roads 2,000 
Heavy Rail 6,036 
Luas/Metro  7,390 
Buses Dublin 529 
Buses Provinces 241 
Regional Airports 100 
Other 1,480 
Overall Total 34,289 

S  of Transport.. 
N igures include an element of VAT, which is not stri conomic 
c  for ‘Other including Unallocated’ includes som  such as 
ti c management projects, which may be capabl llocation 
a s shown. An additional €130 million was allocate the Rural 
T  in conjunction with Transport 21 to give a gra  of €34.4 
b

eater Dublin Area, including improvements to facilities and 
ew lines in the surrounding counties. A further €1.9 billion is to be 

spe

to a cost-benefit 
app

Transport 21. In his speech 
at t

 Exchequer, and their availability is thus not 
dependent on private sector assessment of the revenue/cost balance 
involved with the various projects.    

ource: Department
otes: These f ctly an e

ost. The figure e items,
cketing and traffi e of a
mong the categorie

rt Initiative
d for 

ranspo nd total
illion. 

 
The biggest single item, accounting for just under one-half of the 

overall total, is the continuing investment in the National Primary 
and Secondary road networks. A total of €11.5 billion has been 
proposed for fixed-line (heavy rail, Luas and Metro) investments in 
the Gr
n

nt on provincial rail (including provincial cities). Bus services in 
Dublin receive an allocation of €529 million while those outside 
Dublin will attract €241 million under the programme as envisaged. 
Of the total to be devoted nationally to public transport, over 90 per 
cent is to be spent on heavy and light rail projects. 

The overall phasing of the programme sees a gradual build-up of 
spending to a peak in 2012 at roughly double the 2007 level, 
followed by a sharp decline to 2015. 

While the Government has indicated its commitment to the 
various components of Transport 21, all Government capital projects 
costing €30 million or more must be subjected 

raisal in accordance with guidelines issued by the Department of 
Finance in February 2005. Business cases have been prepared for 
some, but not all, of the components of 

he launch of Transport 21, the Minister for Finance, Mr. Brian 
Cowen TD, stated: 

All projects in the framework will be appraised and implemented in 
line with my Department’s Capital Appraisal Guidelines and the 
additional Value for Money initiatives as set out in my recent speech. 
The substantial PPP element of over €6 billion in non-

Exchequer capital funds will be mobilised through annual availability 
payments from the
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e comment below on certain aspects of the investme
raisal process, which has to be undertaken in connection wit
 components of Transport 21. 
 

The principal components of Transport 21 are:  
• The completion of the National Primary road network, 

mainly to motorway or dual carriageway standard. 
• Substantial further upgrading, mainly as undivided roads, of 

targeted sections of the National secondary network. 
• A Metro/Luas. 
 A further substantial prog•

rail. 
• A more heavily rail-based approach to public transport 

provision in Dublin is proposed. This includes new 
suburban rail lines notably to Navan and Swords via Dublin 
Airport as well as radial lines and a Western orbital line, new 

g a new centre city station, new citystations includin
underground sections, electrification of existing suburban 
lines, and extensive further light rail (Luas) and Metro lines. 

• New suburban rail lines are also proposed outside Dublin, 
including the Midleton-Cork project and the construction of 
a Western Rail Corridor involving a new line, which would 
serve inter alia as a Galway suburban line, on the alignment 
Athenry to Claremorris. No line or station closures or 
withdrawals of service in the provincial rail system are 
envisaged. 

ansport trends discussion above highlights the urgent need 
e improvements in the transport infrastructure. This is 
supported by the significant economic return particularly to 
frastructure, but also by concerns about the environmental 
of the current traffic patterns. Balanced against this urgent 
 invest in tra

th

Detailed 
Priorities for 

the Next Plan

and 
ambitious investment programme without resulting in further 
inflation in civil engineering projects and the resulting poor value for 
money. The capacity of the building and construction sector is, 
therefore, a factor in assessing the scale of investment, which can be 
undertaken in the various economic sectors, including the 
transportation infrastructure. In some cases the inflationary stimulus 
of a project may be such that it will influence the cost benefit 
calculations so as to render the project not economically viable. In 
such cases the project should be delayed. Consequently, thorough 
evaluation of the individual projects making up the transport 
programme will be important. All projects must be appraised in 
accordance with the February 2005 Department of Finance 
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guidelines, and those over €30 million must be subject to a formal 
cost-benefit appraisal.  

The long-run goals of policy in relation to transport 
infrastructure, whether provided directly by organs of the State or 
through private investment, ought to be to: 

• Ensure that optimum use is made of infrastructures, not just 
of new facilities constructed as part of the programme but 
also of the extensive networks of existing infrastructure 
assets and vehicles. Due attention should be paid to 
environmental objectives, particularly the minimisation of 
harmful emissions. Optimum use in this context requires 
close attention to congestion and to the incentives for users, 
through the structure of taxes and charges, to reduce 
congestion-creating behaviour. 
Ensure that, given the system of user charging, the best 
choices are made regarding transport investment. 

eciding on specific investment priorities it needs to be borne 
 that the current pattern of transport usage is known to be 
imal, since the structure of taxes and charges does not 
ise the user to minimise congestion and other externalities. 
cular, there is a reliance on cong

 ch rges, to ration limited capacity at peak (see Kain (1999) and 
ussion in Appendix 1). 

The biggest problem in undertaking a prioritisation of the 
planned investment in public transport, especially in the Dublin area, 
is the absence of any systematic approach and framework for 
analysis. The task of prioritisation is made even more complex by 
the fact that the studies of individual projects that have been 
undertaken have been prepared by different authors, for different 
organisations, using differing as

While in the analysis of the roads programme there is a 
framework that takes into account the system wide effects of 
individual investment projects, this has not been the case for the 
development of the current plans for public transport. The 
availability of a suitable methodology in the case of roads facilitates a 
proper cost-benefit analysis. However, in the area of urban public 
transport, while the Dublin Transportatio

tform for Change in 2001 it was never subjected to a full cost-
benefit analysis. Since then substantial changes have been made to 
the outline plans in that report, For example, in the RPA Dublin 
Metro Project Revised Proposal and in the Iarnród Éireann Greater Dublin 
Integrated Rail Network Business Case, 2004. These studies were carried 
out independently by the different responsible authorities. They do 
not appear to have analysed how the different elements of the 
transport network they were considering would interact with each of 
the other proposed modifications.  

The experience of the Luas project shows the dangers inherent in 
making piecemeal changes in plans without undertaking a full 
assessment of the network-wide effects of these changes. As of 
today there is no comprehensive cost-benefit analysis using a 
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consistent model of all the latest proposals contained in Transport 21. 
In addition, where an analysis has been undertaken of individual 
elements it is not clear whether they

roach. As discussed in Appendix 2 a counterfactual which 
should be examined in any analysis is not just a “do nothing” 
strategy but also a strategy involving greater reliance on buses. The 
proposed network also needs to be analysed in the context of 
possible scenarios on road pricing. 

There is a serious danger that the piecemeal design and analysis 
may see the huge investment failing to reap potential system wide 
benefits from the very expensive investment. For example, the 
availability and location of interchange points between the different 
transport modes will be crucial in determining the success of the 
system in meeting the complex transport needs of the city of 
Dublin. For example, while an

conomic when a single metro line is examined on its own, the 
situation may be different if the system wide effects are taken into 
account. 

The studies that have been undertaken to date are also 
superimposed on a stylised picture of what Dublin will look like in 
the future. However, even without active planning by the relevant 
local authorities, the market will drive the city to optimise its 
development around whatever transport infrastructure is put in 
place.38 In addition, as discussed in Appendix 2 of this chapter, the 
local auth

tern of physical development in the Greater Dublin Area, 
accelerating the market driven process. Given the extent of the 
development that will take place over the next twenty years, the city 
itself must be seen as being “flexible”. Should the planning 
authorities decide to do so, it is open to them to plan for a dense 
city optimised around public transport. Such a city would produce a 
very different cost-benefit ratio than one where a laissez-faire 
approach is adopted. 

Thus the proposed transport network for Dublin should be 
examined against the backdrop of a range of different stylised 
pictures of the future city. Such an analysis can also identify how the 
costs and benefits from the very large investment can be maximised 
by suitable planning guidelines. 

AIRPORTS AND CO

It is established Government policy that the principal commercial air 
and sea ports should no longer be recipients of State funding for 
capital works, and that they should be financed, as to both operating 
and capital costs, by charges to users. We endorse this approach, 
which internalises the costs an
guide investment.  

38 It is clear that the success of the Green Luas line is having a very significant 
effect on development along its alignment. 
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indeed the superior public transport technology in Cork or 

The Government is embarked on a strategy, which will split the 
former Aer Rianta into three distinct entities operating Dublin, Cork 
and Shannon airports. This mirrors the position, which already 
obtains in the commercial seaport sector, where the main ports are 
State-owned but distinct. These measures are designed to maximise 
the degree of comp

t their finances are transparent. Any moves toward consolidation 
in the commercial seaport sector in Ireland (including Northern 
Ireland) should be subject to review by the competition authorities.  

We are aware that there are pressures from time to time for new 
regional airports around the country. Every region of Ireland is now 
served by a national or regional airport, and the Government, 
through the Department of Transport, subsidises regional air 
services, and thus indirectly the regional airports, to the tune of 
approximately €15 million per annum. Capital grants continue to be 

ilable to them also. 
We recommend that any pressures, which may emerge for new 

regional airports should be resisted. Moreover it is important that 
Government should subject requests for capital subvention from 
existing regional airports to the same project appraisal procedures as 
are applicable to other transport projects. 

INLINE RAIL INVESTMENT 

In its transport policy statement Transport 21, the Government has 
listed a range of mainline rail improvements, additional to the 
significant spending on track, stations, rolling stock and signalling 
already undertaken or under way. 

We understand from the Departme
business case analysis has been prepar
rail projects, some others have yet to be subjected to economic 
appraisal as required by the Department of Finance guidelines. 

It is important that the most cost-effective public transport 
technology is chosen for each r

ilable in all cases, and will often offer higher frequency than 
train-based schemes for the same overall volume, better ability to 
penetrate target markets, as well as lower capital and operating costs. 
It should be a requirement that appraisals of public tran

estments be technology-neutral, assessing bus against rail options, 
with due allowance for the strengths and weaknesses of the two 
technologies. The practice, as in the Booz-Allen-Hamilton Strategic 
Rail Review, of comparing rail projects only with other (Do-
Minimum or Do-Nothing) rail alternatives runs the risk of 
overlooking superior bus-only projects, should such exist. 

For example, on short suburban routes such as Midleton to 
Cork, a fleet of approximately five buses will deliver the same daily 
capacity as a DMU twin-set, at a modest penalty in terms of speed 
and with a considerable superiority in terms of frequency. This is 
not to argue that the bus-only option is self-evidently superior, but 
only that it should be explicitly included in the analysis.
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ewhere, the cost-benefit appraisal will confirm that this is the 
case.   

We recommend that, in the evaluation of all fixed-line public 
transport investments, whether mainline or urban/suburban, a bus-
only alternative be included as a matter of routine in the range of 
options considered.   

URBAN AND SUBURBAN RAIL PROJECTS 

The proposals for Dublin involve a decisive preference for fixed-line 
as against bus-based technology, although it is expected that bus will 
remain the principal public transport mode in the city. In view of the 
well-documented tendency to date of both population and 
employment to sprawl aw
consequent suburb-to-suburb, as distinct from r
the traffic potential for the lines proposed is critic
Chapter 11, the success of any such investment will depend on 
complementary changes in the approach to physical planning. The 
total anticipated capital cost of the Dublin fixed-line system, at €11.5 
billion, makes this by far the largest single project ever proposed in 
Ireland. We consider that the economic appraisal process for this 
project and its components represents an enormous challenge, and 
we discuss how this task might best be approached in Appendix 2. 

Suburban rail construction is also proposed for Midleton to Cork 
and Claremorris to Athenry and Galway. In both cases, the 
economic analysis will need to contrast the rail proposals with bus-
based alternatives. We note that no economic appraisal of the 
project was commissioned by the Expert Working Group on the 
Western Rail Corridor,39 whose terms of reference included 
consideration of “The costs and benefits of the proposal an

tions for its phasing, should such a strategy be adopted”. 
The Expert Group’s report contains capital cost estimates, with 

the Ennis to Claremorris section put at €168 million. But there is no 
quantification of operating costs, traffic, nor of overall project 
benefits. We understand that Iarnród Éireann is carrying out a full 
cost-benefit appraisal of this project.   

NATIONAL PRIMARY ROADS 

We are in agreement with the priority accorded in Transport 21 to the 
completion of the National Primary route system to standards 
adequate for predicted traffic volumes. We reiterate the concerns 
expressed in the Mid-Term Review of the 2000-2006 National 
Development Plan that care should b
design be matched to potential traffic vol
to eliminate risks of excess provision

39 Expert Working Group on the Western Rail Corridor Report  (2005). 
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The National Roads Authority operates a formal cost-benefit 
appraisal system for all major projects, including the analysis of 
prioritisation issues within the programme. 

NATIONAL SECONDARY ROADS 

The National Secondary routes, numbered N51 and upwards in the 
road classification scheme, serve mainly non-radial routes around 
the country, with traffic volumes distribut
This network consists almost entirely of u
varying quality. There have been extensi
routes but there are also numerous unimproved sections. Some 
sections show traffic volumes below 2,000 vehicles per day, but 
others reach 10,000 and above.  

The National Secondary network is a critical component in the 
overall road infrastructure, and is particularly important in serving 
and connecting the smaller market towns to one another and to the 
bigger centres served by the National Primary network. It will play 
an important role in developin

ommend that a specific and comprehensive programme of 
National Secondary road improvements should be included in the 
next National Development Plan, together with the analysis 
underlying project selection and prioritisation. This should take 
account of the needs of the National Spatial Strategy. 

We note from the documentation accompanying Transport 21 
that certain National Secondaries have been identified as priorities 
for improvement. These are: 
 
- N52 Dundalk-Mullingar-Tullamore-Birr-Nenagh 
- N80 Tullamore-Portlaoise-Carlow-Enniscorthy 
- N61 Athlone-Roscommon-Boyle 
- 
- N59 Mayo-Galway coastal route 
- N67 Clare coastal route 
- N69 Limerick-Tralee and N86 Tra
- N70 Ring of Kerry 
- N71 West Cork coastal. 
 

The decision process leading to these ch
ort 21 documentation, and wdetailed in the Transp

certain routes not included (suc
through the Midlands, from
Jo

 substantially higher traffic volumes than certain of the coastal 
routes which have been selected. These routes would also have a 
more significant regional development impact in that they link the 
gateways and hubs more effectively and reduce the radial nature of 
the roads network which can be a constraint for traffic between 
certain points. Under Transport 21 the predominant focus of 
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estment across the whole 
roa

ay unit, carry 

urney times are beginning to benefit as major road 

investment on national secondaries is on surface renewal. In some 
cases a substantial return may result from realignment or by-pass 
projects and such projects should also be considered. In general, 
while a reasonable surface quality is desirable on the coastal roads 
identified as part of Transport 21 in order to support the considerable 
role of these roads for the tourism industry in the economically 
weak remote regions, it is questionable to schedule investment in 
these roads ahead of roads such as those highlighted above, where 
investment is likely to result in substantially higher returns. In this 
context the investment priorities for National Secondaries should be 
informed by a review of investment on the Secondary Network.  

NON-NATIONAL ROADS 

The National Primary and National secondary networks are the 
responsibility of the National Roads Authority, which reports to the 
Department of Transport. Many roads classified as R (Region
roads, and some classified as Lo
of traffic, particularly in the Ea
responsibility of the local authorities, and are financed through 
block grant and also through certain centrally formulated 
programmes, all administered by the Department of the 
Environment, Heritage and Local Government. Expenditure on 
non-national roads under all headings is currently running at 
approximately €500 million per annum.  

In the context of a review of road classification or otherwise, we 
recommend that consideration be given to the transfer to the 
Department of Transport of the responsibility for non-national 
roads, or at least of the busier non-national routes. This would 
better facilitate the co-ordination of inv

ds network. We appreciate that there are financing issues, since 
regional and local roads are only partially Exchequer financed. 

Finally, should the Government opt at some future point for a 
pay-as-you-drive system of road user charging nationally, something 
we believe it is now opportune to consider, this would have 
implications for the national route systems, and a review of the Road 
Needs Study (1998) would be desirable in that context. 

PROVISION OF BUS-STATIONS AND INTERMODAL 
STATIONS 

Provincial long-distance bus services, including those operated by 
private companies as well as by the CIE Expressw
passenger numbers comparable to the numbers carried by mainline 
rail. Further liberalisation of the market is contemplated, and the 
end-to-end jo
schemes are completed. There has been only limited investment in 
bus station facilities in many towns and cities. We believe that a 
national review of bus and intermodal station (bus/rail) 
opportunities, including proper provision of taxi ranks at all major 
termini, would be worthwhile. A seamless transport system is 
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expenditure is the planned 
e timing and prioritisation 

ent, discussed elsewhere in this report. Where 
inv

as part of Transport 21 pass the required cost-benefit 
hur

 can be 
com

to completion most of the high profile road 
pro

promoted by intermodality, and the taxi service is a key 
supplementary complement to the long-distance bus or rail offering. 

SUMMARY RECOMMENDATIONS 

As discussed in Chapter 4, the economy is unlikely to be able to 
deliver all of the required infrastructure over the course of the next 
NDP. As the largest component of this 
investment in transport infrastructure th
of this programme will need adjustment. As outlined in Chapter 5, 
this may involve the postponement of individual projects until after 
2013 to better align the investment programme with the economy’s 
ability to deliver. 

We have seen in the current NDP that ramping up investment 
very fast, especially at a time when the economy is growing rapidly, 
can cause serious difficulties. There is first the problem of effective 
project managem

estment takes place incrementally there is greater opportunity to 
learn from experience. As discussed later, it is important that the 
lessons of the projects already completed, both successes and 
failures, be absorbed before embarking on even larger future 
projects.  

However, even if the project management lessons are fully 
learned there will still be the problem of capacity constraints in the 
building and construction sector. As a result, even if all the projects 
envisaged 

dle, some of them will have to be postponed until after 2013. 
This is likely to be more efficient than undertaking the same range 
of projects simultaneously but over an extended time scale. 

As shown in Table 12.4, what we recommend is that priority be 
given first to completing the major elements of the upgrading of the 
national primary road system. Considerable progress has already 
been made and many of the key elements of the system

pleted within the time scale of the next NDP. Of their nature 
such projects tend to produce the biggest benefits when they are 
completed. Prior to completion, the opening of individual stretches 
of motorway may just shift congestion on to the next town or 
village. However, the completion of the final link in a key route is 
likely to produce the biggest reduction in congestion while 
eliminating the serious costs imposed on the last towns or villages to 
suffer the congestion. 

The indicative recommendation in Table 12.4 would see the level 
of activity in investment in road infrastructure showing a limited 
increase compared to the current high level of activity. This should 
be sufficient to bring 

jects within the course of the next NDP. 
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Table 12.4: Recommendations on Transport Investment € million, 
Average Annual Expenditure 

Measure Recommendation 2006 
(€ million) 

2007-2013 
Average 
(€ million 

National Roads Increase 1,356 1,580 
Public Transport  Increase 491.5 1,162 
Non-National Roads Increase 556 632 
Regional Airports Reduce 10.5 0 
Seaports Reduce 0.1 0 
Total  2,414.1 3,374 
Note: The 2006 allocatio

MA
n refers to that specified in th , whi ot 

CIF, where ital expendi 2006 is 55 

ation pending the completion of the cost-benefit analysis on 
ll 

e ND
tu

P ch is n
 €2equivalent to the  the total cap re for ,5

million. 
 

As discussed above and in Appendix 2, in the case of the public 
transport investment it is not possible to establish an appropriate 
prioritis
a the proposed projects. It is important that this analysis be done in 
a consistent manner to allow this prioritisation to take place. Also, 
because of the possible network benefits from public transport 
infrastructure, the prioritisation of the different projects may not be 
straightforward. Any possible interdependency will need to be 
properly analysed before arriving at a final decision on the 
appropriate level of investment and its proper prioritisation. 

On the assumption that sufficient projects will pass the cost-
benefit analysis hurdle we recommend a substantial increase in 
investment in public transport, more than doubling the expenditure 
planned for 2006. Even assuming that the public transport projects 
all warrant investment, such a large increase in expenditure will pose 
serious management problems. It will be important that the very 
substantial increase in activity in this sector is managed in a way that 
ensures appropriate value for money. 

The proposed total annual investment (at 2006 prices) in 
transport of €2,900 million a year will represent a very big increase 
in activity compared to the current already high level. None the less 
it will be substantially below that envisaged in the multi-annual 
capital investment framework published in Budget 2006. That 
framework would have called for a near doubling in the level of 
investment in transport to around €3,700 million a year at 2006 
prices. In the light of the analysis in Chapter 5, it must be concluded 
that the economy would not be able to deliver such a level of 
investment over the course of the next NDP without huge 
inflationary pressures. The only way that such a level of investment 
could be achieved would be if serious measures were taken to 
reduce private sector demand for building and construction. 

Finally, a number of problems in the planning and development 
of the transport network for Dublin have arisen from the 
multiplicity of different authorities involved. For example, there 
have been problems in achieving co-ordination between the bus 
service and the new Luas system. The lack of co-ordination apparent 
in the planning process itself is discussed above. 
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For the future it would appear that it would be better if all of the 
relevant assets of the Dublin transport network w

gle holding company. This should include both the rail network 
and the bus network. That single company would then be able to 
co-ordinate all services, including ticketing, without having to engage 
in negotiations with many independent entities. It would be open to 
that holding company, and probably appropriate, to contract out the 
provision of many of the services to suitable public or private 
operators.40 This has already been the approach with Luas. 
However, in all cases the company should preserve the identity of 
the network and it should retain the ability to plan an evolving 
system over the next twenty years. Entering into long-term contracts 
that gave away the company’s right to plan the system could defeat 
the purpose of such a reform.41

40 For mainline rail an appropriate agreement could be made to lease assets or 
license the use of assets owned by the Dublin authority to Iarnród Éireann. 
41 For example, see the problems with the Westlink bridge. 



13. HOUSING 

Over the past decade housing has become a key sector of the 
economy. The gross value of housing output (new and repair and 
maintenance) was just over €20 billion in 2005, which is equivalent 
to 15.2 per cent of GNP, compared with 7 per cent in 1994. The 
economy is now very dependent on the housing sector. A strong 
housing market has a positive impact on the economy, not only 
through its direct contribution to GDP via new residential 
construction and home related purchases, but also through enabling 
homeowners to extract equity from their homes to finance current 
consumption. Housing also influences activity and employment in 
the construction, financial and other business services sectors of the 
economy. 

13.1 
Introduction

Residential construction is estimated to account for around 65 
per cent of total construction output as against 51 per cent in 1994 
(Figure 13.1). As a result the building and construction sector, 
measured in gross value added terms, represents around 18 per cent 
of GDP compared with an average of just over 11 per cent across 
19 Western and Central European countries. 
Figure 13.1: Residential Construction Share of Total Construction 

Output (%): 1994-2005e 

 
Source: DoEHLG, DKM. 
 
 

Since 2002 the residential share of total construction output has 
increased considerably. In the absence of any breakdown of the 
employment numbers between the individual sub-sectors of 
construction, we suspect that the strong employment growth in the 
sector can be attributed to the strong growth in residential 

154 
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construction activity. If so, the economy is now very vulnerable to 
any slowdown in residential construction.  

Ireland’s exceptional rate of housebuilding, at almost 20 units per 
1,000 of the population in 2005, compares with an average of 
around 5 units per 1,000 of the population across Western Europe 
and only 3 units in the UK (see Figure 13.2). Despite Ireland’s 
exceptional rate of housebuilding, its stock level is still behind 
Western Europe: approximately 400 dwellings per 1,000 of the 
population in the Republic compared with an average across 
Western Europe of 476 dwellings per 1,000 of the population (see 
Figure 13.3). 

Figure 13.2: Housing Unit Completions Per 1,000 of Population, 2005 
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Figure 13.3: Housing Stock per 1,000 of Population, 2005 

0 100 200 300 400 500 600

Poland
Slovak
Ireland

Hungary
Netherlands

United
Czech Republic

Average 
Germany
Belgium
Austria

Italy
Sweden

Switzerland
France
Finland
Norway

Spain
Portugal

Denmark

Source: Euroconstruct. 

 



156 EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

OUSING DEMAND 

the most recent Medium-Term Review 
s underpinning the housing market are 

sing headship,  

  
f obsolescent stock.  

 
m of the housing market, 

ccounting for an annual average of 26,800 units to housing demand 
bet

7 and 2002 made a very low 
con

A large 
pro

 

H

This High Growth forecast in 
suggests that the factor
expected to remain positive in the medium term. Economic growth 
is expected to continue, along with employment and income growth. 
Demographic trends will also support the housing market. For 
example, net immigration is forecast to average around 34,000 per 
annum between 2002 and 2012. Furthermore, a large proportion of 
the Irish population, nearly 31 per cent, is aged between 25 and 44 
years. Although there is evidence from Census 2002 of a marginal 
decline in the home-ownership rate, probably due to the recent 
period of high price growth, Ireland has one of the highest home-
ownership rates at around 80 per cent, substantially above the EU 
average of approximately 60 per cent. 

The demand for housing can be broken down into five main 
sources:  

• population change,  
• ri
• migration,  
• second dwellings,
• replacement o

De ographic factors are a key driver 
a

ween 1997 and 2002. The main component of this, the natural 
increase in population, is estimated to have contributed an average 
of 20,000 units per annum over the period. This component is 
expected to continue to make a positive contribution to housing 
demand over the forecast period.  

Possibly reflecting the rapid rate of house price inflation the 
change in headship between 199

tribution to housing demand.42 Indeed, the continuing low 
headship rates by international standards, at a time when incomes in 
the Irish economy increased substantially, suggests that there may be 
“pent-up” demand for housing from aspiring homeowners.  

Having had for many years a net outflow of people from the 
country the economy now faces a substantial net inflow. 

portion of immigrants are in the key household formation age 
groups between 25 and 44 years old. Having made no contribution 
to housing demand between 1991 and 1996 migration contributed 
an annual average of 6,000 units between 1997 and 2002. The 
continued net inflow over the remainder of the forecast period is 
expected to account for an annual average of 12,300 housing units 
between 2007 and 2011.  

42 The demographic forecasts have assumed that Irish headship rates rise from 
current levels to reach UK levels by 2021. This implies that the average number of 
adults (persons aged 20 years or over) per household in Ireland will fall from 2.2 in 
2000 to 2.0 by 2010 and eventually to 1.8 by 2020. 
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Figure
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it is worth ng the implications of the Irish economy 
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Fitz Gerald (2005) suggests that one of the key drivers of the 
demand for housing in recen

ellings. Higher wealth, a result of the economic boom, has 
increased the demand for second dwellings or holiday homes, which 
now account for a significant proportion of new dwellings. Census 
data indicates that the number of second or vacant dwelling reached 
over 170,000 by 2002. The period 1997-2002 saw second dwellings 
contribute an annual average of 6,400 units to the overall demand 
for dwellings This component is expected to make a major 
contribution to the demand for housing over the period, estimated 
at an annual average of 18,800 units between 2003 and 2006, before 
declining marginally to an annual average of 17,200 between 2007 
and 2011.  

Fitz Gerald (2005) also derives an estimate of the depreciation 
rate for ho

ellings demanded to account for obsolescent stock, averaging 
13,400 units per annum between 2003 and 2006, and 11,100 units 
per annum between 2007 and 2011. 

On the basis of these figures it is estimated that the demand for 
housing units averaged 44,800 units

2 (see Figure 13.4). The current period has seen much higher 
demand, averaging 74,800 dwellings on an annual basis. With 
economic growth expected to continue, as well as income and 
employment growth and a net inflow of people into the country the 
demand for housing is forecast at an average of 71,900 units 
between 2007 and 2011.  
 13.4: Decomposition of Housing Demand, Thousands, Annual 
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Given the macroeconomic forecasts presented above (Chapter 4) 

 consideri
ving to the low growth scenario for housing demand. This indicates 

that in the latter half of the NDP, post 2011, that the demand for 
housing would average around 61,000 units per annum between 
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 headings. The household and dwelling 
cha

2011 and 2015. Of course, in the event of a sudden negative 
economic shock to the Irish economy housing demand could be 
lower.  

HOUSI

The state of the housing market may now constitute a maj
constraint for the Irish economy (Duffy, Fitz Gerald and Ke
2005). Traditionally, Ireland has had an infinitely elastic labour 
supply curve due to an extremely open labour market, with 
migration ensuring an elastic labour supply and a weak Phillips 
Curve effect. One of the results of the boom in the late 1990s was 
that the Irish economy effectively reached full employment and 
growth in output outpaced capacity. House prices rose sharply, so 
the decision to migrate to Ireland was now influenced, not only by 
relative employment opportunities and relative wages, but also by 
the rapid rise in house prices. This resulted in labour supply 
becoming even more inelastic. Since many immigrants are in the 
household formation age group, and tend to be highly skilled, the 
boom in house prices in Ireland could reduce the attractiveness of 
Ireland for potential immigrants. This would, in turn, reduce 
potential labour supply in the medium term and act as a brake on 
medium-term growth in output and employment.  

Simulation results indicate that the housing constraint 
significantly reduces the medium-term growth 

nomy and shifts the balance of labour market growth from 
employment to wages, with a consequent deterioration in 
competitiveness. The welfare effects differ for different groups, with 
unambiguous gains for current homeowners while immigrants, first 
time buyers and those with lower labour market skills are the net 
losers. 

THE Q

The simple stock estimates give little information
of the housing stock, which in turn could have a 
investment needs since the quality of the stock will determine the 
rate of obsolescence. The National Survey of Housing Quality (NSHQ) 
in 2001-2002 obtained detailed information from a representative 
sample of over 40,000 householders on characteristics and problems 
of the dwelling, and on the household members (Watson and 
Williams, 2003).  

The report examines the overall condition of the dwelling under 
a number of broad

racteristics, which emerged as being most strongly related to 
housing quality were dwelling age, tenure and location. One finding, 
which has emerged clearly from the survey is that, across most 
measures of housing quality, Local Authority renters are in a less 
favourable position than other tenures. Two exceptions worth 
noting are direct housing costs and recent repairs and upgrades to 
the dwelling. Because of the differential rents system operated by 
Local Authorities, whereby rent levels are related to household 
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13.2 

income, and because Local Authority renters tend to have low 
incomes, Local Authority rents are low. The second respect in which 
Local Authority renters are not at a disadvantage is in terms of 
repairs and upgrades to the dwelling in recent years. In this respect 
Local Authority renters fare at least as well as the other tenures. 
 
 T

Outline of 
Existing 
Policies

hou
suited to its needs in a good environment and as far as possible at 
the tenure of its choice”.43  

The general thrust of housing policy is that those who can afford 
to house themselves from

vide for their housing needs, whether through home ownership 
or private rented accommodation (the private housing market), and 
that a range of targeted supports should be available to others 
having regard to the nature of their need (through the public 
housing system). 

The policy is based on a multi-stranded approach, involving 
various interventions

rkets. The private housing market enjoys some indirect State 
support in the form of measures such as mortgage interest relief, but 
without any direct State involvement in the actual provision, beyond 
the planning process and the provision of local authority services 
such as roads and water. 

The vast majority of housing services, for which the Department 
of the Environment, Her

 responsibility, are delivered through the local authorities, and the 
various interventions and supports can be summarised under five 
headings, which comprise the Housing Priority under the current 
NDP:  

• Local Authority Housing.  
• 
• Improving Access to Afford
• Housing Stock Improvements. 
• Accommodation for Groups with Special N
Over the past decade policy has bee
ra upply of housing and improving access to home o
 those persons who have been unable to provide their own 

housing needs in the private market. Measures in this regard have 
included stamp duty concessions and improvements in mortgage 
interest relief (MIR).   

Although the vast majority of the financial resources allocated to 
housing are spent on th

using, since 2000 with the passing of the new Planning and 
Development Act, the focus has shifted to affordable housing 
initiatives aimed at improving affordability and access to home 

43 See www.environ.ie. 
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ownership. Within this, there has also been a focus on the first-time 
buyer.  

The diversification in the nature of social and affordable housing 
provisio

ordable Housing, in addition to the two tiers, which traditionally 
formed the core of the Irish housing system – the State supported 
Social Housing system and the private housing market. This third 
category consists of those who will not qualify for social housing, 
and are typically people in employment, but whose financial 
resources are deemed inadequate to get on the owner-occupation 
ladder as a result of escalating house prices over the last decade.  

The creation of this third category is a significant change in the 
approach to housing policy, and involves a major expansion of 

te’s role in the housing market. There is substantial non-
Exchequer funding provided in the form of loans from the Housing 
Finance Agency to the local authorities for house purchase, 
improvement and mortgages under the various affordable housing 
schemes. In 2005 a number of lending institutions started to offer 
mortgage finance for affordable housing applicants, thereby 
potentially reducing the demands on the Housing Finance Agency. 
Other institutions are expected to follow. 

In addition Part V (of the Planning and Development Acts) 
involves a new approach to the provision

horities can now source some of their requirement for new social 
housing through a compulsory acquisition at cost, of a portion of 
private house building output, in addition to their own construction 
programmes for new social housing units.44

While the five headings under which social and affordable 
housing supports can be summarised are 

using Priority in the Economic and Social Infrastructure 
Operational Programme (ESIOP) in the current NDP, other 
schemes not included in the ESIOP also deal with housing needs. 
The asylum seekers accommodation scheme provided for in the 
NDP, which is funded out of current expenditure from the 
Department of Justice, Equality and Law Reform, is included as 
Measure 6. 

We understand that the DoEHLG plan to issue a new policy 
statement fo

that statement were outlined in a framework document published 
at the end of 2005.45 This document contained a number of agreed 
principles for the development of housing policy in regard to 
reforming the social housing sector, supporting an effective private 
housing market and accelerating the supply of affordable housing. 
We refer to elements of this framework throughout this chapter.  

44 The various schemes and interventions, which are targeted at a broad range of 
housing needs that are not met by market provision are set out in Appendix 3. 
45 Housing Policy Framework – Building Sustainable Communities, Department of the 
Environment, Heritage and Local Government, December 2005. 
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Table 13.1: House Com

In 2005 a record number of almost 81,000 new housing units were 
completed, compared with just fewer than 50,000 in 2000. Of tho
ap
Based on completions data, a total of 606,000 units have been added 
to the housing stock over the period 1994-2005. Taking an 
estimated stock level of 1.64 million at the end of 2005, this implies 
that 37 per cent of the housing stock has been built over the last 
twelve years and almost one-quarter since 2000.  

The public sector contribution, in terms of new build, is 
predominantly delivered through the local authority-housing 
programme although the voluntary housing se

ial housing, which is funded by significant financial assistance 
from central Government under the Capital Assistance and Capital 
Loan and Subsidy schemes.  
pletions by Sector 2000-2005 

 Total Total Local Voluntary Total % % 
 Private Public Authority Sector  Private Public 

 % % 
2000 46,657 3,155 2,204 951 49,812 94 6 
2001 47,727 4,875 3,622 1,253 52,602 91 9 
2002 51,932 5,763 4,403 1,360 57,695 90 10 
2003 62,686 6,133 4,516 1,617 68,819 91 9 
2004 71,808 5,146 3,539 1,607 76,954 93 7 
2005 75,398 5,559 4,209 1,350 80,957 93 7 

S us ns, De nt of ironme tage l Gove ent. 
 

T usin ds of xim 3,000 households were 
13.2) ith 

the 
con

Table 13.2: Physical In

ource: Annual Ho ing Bulleti partme the Env nt, Heri and Loca rnm

he ho g nee  appro ately 1
met by the total investment in housing in 2005 (see Table 

vestment undertaken by local authorities each year, including 
, w

in
struction and acquisition of new units, accounting for the 

majority of those households. Based on the latest assessment of 
housing need, which reported a total of 43,684 households in need 
at end March 2005, the annual investment under the local-authority 
housing programme accommodates approximately 1 in 4 
households on the social housing lists each year. Further details on 
the breakdown of the figures in Table 13.2 are provided in 
Appendix 3. 

dicators of Progress 2000-2005 
 2000 2001 2002 2003 2004 2005e Cumulative 
 2000-2005e 

Total Social Rented Provision 7,288 9,574 9,919 10,738 9,880 10,292 57,691  
Affordable Housing 1,369 2,015 2,802 2,839 2,265 2756 14,046  
Total Social and Affordable 

Provision 8,657 11,589 12,721 13,577 12,145 13,048 71,737  
        
Sales under Tenant 

Purchase Scheme 1,844 1,411 1195 1,567 1652 1,738 9,407  
Number of Sites Sold 98 188 141 112 87 124 750  
Groups with Special Housing Needs: 
Traveller Specific Units 

Provided  176 187 214 228 193 na  
Traveller Families removed 

from roadside 114 76 78 151 187 na  
( g units acquired under Part V. 
(2 ailable for rent from ex stock.
F d reg tion in 2005 are DKM estim

13.3 
 Progress since 

2000 

1) Including social housin
) Houses av isting  
igures for other acquisitions an enera ates. 
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The focus, since 2000 on a range 
e neehas resulted in th

over the period 2000-2005. The level of acquisitions 
schemes has been slow to take off due to the f

ts provided in recent years were on foot of planning permissions, 
which predated the Planning and Development Act, 2000 and thus 
were not subject to Part V. With continued high activity in the 
sector the number of units delivered under Part V is expected to 
increase from 2006 onwards. 

There are other schemes included in Table 13.2 such as the 
tenant purchase scheme, the provision of low cost sites and the 
schemes providing accommodation for travellers. Some 9,400 local 
authority houses were sold to

 six years. While the transfer price applied is the current market 
value less discounts, determined by the years of tenancy, the 
transactions price recorded can be substantially below the market 
price.  

Furthermore, other schemes that do not generate additional 
housing units, such as the remedial works scheme for houses of 
existing tenants and schemes for the homeless are not included in 
Table 

iewed, resulting in a number of recommendations designed to 
move the existing strategies and action plans forward effectively.46 
These are covered later under the discussion on Special Needs.  

Capital expenditure on housing is the second largest element of 
the Public Capital Programme (PCP) after transport, accounting for 
18 per cent (€1.55 billion47) of the total PCP for 2005 or 18 per cent 
on average over the period since 2000. The annual average nom

rease in the capital investment over the last five years has been 12 
per cent per annum. By the end of 2006, the total capital investment 
in housing will be €10.5 billion since 2000 compared with €3 billion 
over the previous seven-year period.  

The capital investment under each measure is set out in Table 
13.3. There is also current expenditure of approximately €164 
million in 2005,48 which includes a €74 million provision for asylum 
seekers accommodation from the De

 Law Reform.49   
 

 

46 Review of the Implementation of the Government’s Integrated and Preventative Homeless 
Strategies, a report prepared by Fitzpatrick Associates Economic Consultants for the 
Minister for Housing and Urban Renewal, February 2006. 
47 The 2005 estimated outturn of €1.55 billion for investment in housing, according 
to the 2006 PCP compares with the 2005 provision of €1.89 billion in the 2005 
PCP. 
48 Source: Revised Estimates for Public Service, Department of Finance, 2006. 
49 Appendix 3 provides background on the schemes within each measure and a 
detailed breakdown of the investment under each measure. 
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Table 13.3: Public Capita vestment in Housing Priority (*) 

 

l In
 200

0 
2001 2002 2003 2004 2005 2006e 

Million Euro 
 

(2006 PCP) 

Average 
Annual 

%  
Change 

        

Measure:       % 

1. Local Authority Housing 420 671 792 695 704 805 875 +13.9 

2. Voluntary Housing 100 145 179 213 185 168 246 +11.0 
3. Improving Access to 

Affordable Housing 186 247 361 495 347 291 508 +9.4 
4. Housing Stock 

Improvements 153 210 256 272 253 243 281 +9.8 

5. Groups with Special Needs 15 24 27 29 36 37 47 +19.9 
 
Total Capital Investment in 

Housing 874 1,296 1,614 1,704 1,524 1,546 1,957 +12.1 

of which investment in         
Local Authority & Social 

Housing 621 972 1,178 1,130 1,118 1,214 1,409 +14.3 
 (*) B ouping the PCP m s i  fiv  m  wh e u o iority
S ramme, 2006 Department of Fin ce. 
 

t 
 the 

owances Scheme and grants to homeless 
age

. The costs for the SWAS are 
bor

 

ased on gr easure nto the e broad easures ich mak p the H using Pr .  
ource: Public Capital Prog an

In addition to the capital provisions in the PCP there is cur
housing expenditure incurred under

ren
expenditure including the 
Supplementary Welfare All

ncies. There are other costs to the Exchequer as a result of tax 
reliefs, including the area based tax incentive schemes, which are due 
to terminate in July 2006, and other tax reliefs in the form of 
mortgage interest relief for owner occupiers and registered landlord 
as well as reliefs for private tenants.  

The rent and mortgage interest supplements comprise a 
significant proportion of the total cost of the Supplementary 
Welfare Allowance Scheme (SWAS)

ne in full by the Department of Social and Family Affairs. Rent 
supplement assists eligible persons with the cost of private rented 
accommodation while mortgage interest supplement assist eligible 
persons with their mortgage interest payments. The most recent 
Assessment of Social Housing Needs reported that 13,778 or 31.5 per 
cent of those on the waiting lists are in receipt of the SWA rent 
supplement scheme. The numbers in receipt of rent and mortgage 
interest supplements have increased from 46,914 in 2000 to 60,176 
in 2005,50 an increase of 28 per cent. Expenditure over the same 
period increased from €157 million to €370 million.  

 
 
 

50 2005 figure excludes around 33,000 persons transferred under the Rental 
Accommodation Scheme (RAS) to the Department of the Environment, Heritage 
and Local Government. 
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Table 13.4: Total Public Expenditure on Housing  

  2000-2005 2005 2006e 
Measure: €m. €m. €m. 
1. Provision of Local Authority Housing 4,087 805 875 
2. Voluntary Housing   991 168 246 
3. Improving Access to Affordable Housing 1,926 291 508 
4. Housing Stock Improvements 1,386 243 281 
5. Groups with Special Needs   168  37 47 
Total PCP Housing Investment 8,559 1,546 1,957 
Current Expenditure (1)    
Measure 1 – Local Authority Housing (RAS) (2)    1 19 
Measure 2 – Voluntary Sector   28 35 
Measure 3 – Affordable Housing (3)    6 11 
Measure 5 – Grants to Homeless Agencies/Travellers  50 56 
Other Current Expenditure (4)   5  4 
Total Current Expenditure  90 125 
Measure 6 - Asylum Seekers (5)  84 74 

    
Supplementary Welfare Allowance - Housing    
 – Rent Supplement  370  
 – Mortgage Interest Supplement    6  
Tax Relief – Mortgage Interest  279  
Tax Relief – Rented Residential (6)   26  
Tax Relief – Private Tenancies  na  
Other Tax Reliefs (7) 1,014   
 – Rural Renewal   277   
 – Urban Renewal   636   
 – Town Renewal    71   
 – Living over the Shop    30   
(1) The detailed breakdown of the total current expenditure for 2005 (€ 90 millio  and 2006 (€125 

n from the Revised Estimates for the Public Se
on in 2006 is for the new Rental Accommodatio me (RAS) transferred from 

ial and Family Affairs. 

cal Drugs Task Force.   

00-2006. It is designated here 

(6) 

sultants in their Report entitled Review of Area Based Tax Incentive Renewal Schemes, 
5 (Table 8.1).  

e 
 

urcing by local authorities of accommodation from the 
ri

n)
million) is take rvice 2006. 

(2) This €19 milli n Sche
the Department of Soc

(3) Expenditure here includes €5 million towards the shared ownership subsidy, €2 million for the 
AHP and €3.7 million in 2006 for private rented sector support.  

(4) Other current expenditure includes grants for Housing Research and expenditure under the 
Housing Management Initiative and for the Lo

(5) There is a separate provision for Asylum Seekers in the 2006 NDP estimates which was not part 
of the original classification in the Housing Priority in the NDP 20
as Measure 6. 
2002 figure. 

(7) Figures for other tax reliefs are estimates of the NPV of the tax foregone up to July 2006 
associated with residential developments under each scheme, as estimated by Goodbody 
Economic Con
November 200

 
New arrangements were put in place in July 2004 for th

provision of housing for long-term rent supplement recipients
ough the soth

p vate rented market or through other social housing measures. For 
the purposes of the scheme long-term recipients are defined, as 
those in receipt of SWA for a period greater than 18 months, which 
is estimated cover in the region of 33,000 persons. Under the new 
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 the SWA rent supplement budget. 
Th

 a cost of €6.34 
mil

, which became European law in January 2003, has yet to 
be 

 1990s have focused on owner occupation at 
the

and or lack off 
sufficient supply in the housing sector. As a consequence, workers 
in the first-time buyer segment on traditionally good incomes, who 
would have been in a position to purchase property in semi-

13.4

scheme, known as the Rental Accommodation Scheme (RAS) long-
term rent supplement recipients, are to have their housing needs 
catered for by local authorities. Following a pilot scheme across 
eight local authorities during 2004, all local authorities were due to 
implement the scheme this year.  

This new arrangement effectively transfers the rent supplement 
budget to local authorities in the hope that better quality 
accommodation and better value can be obtained. The funding for 
RAS is to be met from savings on

e 2006 spending estimates transferred €19 million from the 
Department of Social and Family Affairs to the DoEHLG for 
funding the new scheme. The key benefit of the transfer is expected 
to be that local authorities will secure better value in the sourcing of 
accommodation through the use of long-term contracts with 
landlords than under the rent supplement scheme. There will be an 
extra cost for the DoEHLG as it will pay an administration fee to 
the local authorities for administering the scheme.   

The mortgage interest supplement scheme (MISS) is a form of 
assistance for those unable to meet their full mortgage interest 
repayments. Approximately 3,220 persons were in receipt of 
mortgage interest supplement at the end of 2005 at

lion. 
There is another issue, which may have cost implications for the 

DoEHLG. As managers of the social housing stock, the impact of 
the provisions of the EU Directive on the Energy Performance of 
Buildings

quantified. The Directive was to be transposed into national law 
and brought into operation by EU Member States by 4 January 
2006. The most important provision of the Directive is that an 
energy performance certificate is to be provided at the point of sale 
or rental of a building, or on completion of a new building. It is 
acknowledged that the central heating programme is making some 
inroads in this regard. 

The housing market is a market for accommodation, which 
encompasses different types of tenure. Consequently, it is important 
that the market provides a mix of tenure choices. Most new 
initiatives since the late

 expense of the rented sector. In order to meet demand 
efficiently the housing market needs to offer a range of tenure 
choices right across the tenure spectrum. The 2004 legislation on the 
rented sector will help address this imbalance and the recent 
statement in the Housing Policy Framework on the promotion of 
affordable rented housing is welcome in this regard. 

 
 The fact that house prices have increased to such a high level over 

the last decade is a clear indication of the excess demHousing 
Priorities for 

the Next NDP



166 EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

ble to planning 
aut

g for 65 per 
cen

his year.52  

uture period. Other 
reli

 

detached estates in the private housing market twenty to thirty years 
ago, are today priced out of the market.  

There are a number of reasons for this including restrictive 
zoning policies of some local authorities. For a housing market to 
function efficiently it is a prerequisite that sufficient quantities of 
zoned and serviced land are provided for in Development Plans. 
Increased resources have been made availa

horities in recent years, which have resulted in a considerable rise 
in the number of planning permissions over the last two years. 
Much progress has been made with the planning system, resulting in 
some 18,000 completions in Dublin, for example, compared with 
9,400 in 2000. However, the resulting pattern of development has 
not been the most desirable in terms of sustainability and has 
adversely affected travel patterns and the quality of life. 

The housing sector in particular has been identified in Chapter 5 
as one of the principal risks going forward for the Irish economy in 
the event of any major shock which could adversely impact on 
confidence in the housing market and more generally across the 
economy. With residential construction now accountin

t of overall construction output, it is important that there is no 
further stimulus provided by the State, which would add to the size 
of the building and construction sector. Thus, it would seem wise to 
plan forward on the basis that any measures than can reduce 
demand should be considered. This can be achieved by removing all 
incentives that are fuelling the boom in the private and public 
sectors and by ensuring that the future level of State investment in 
housing is efficient and delivers value for money. No schemes 
should exist which would jeopardise the likelihood of achieving a 
soft landing over the medium term. 

In this regard the termination of the majority of property and 
area based tax reliefs, subject to certain transitional arrangements, as 
announced in the 2006 Budget is welcomed.51 This will assist in 
reducing demand from the private sector, notwithstanding reports 
that investor demand is rising again t

The net present value of the tax foregone in respect of residential 
development under the various renewal schemes up to July 2006 
was estimated at €1 billion (Goodbody Economic Consultants, 
2005). However, developments completed up to July 2006 will give 
rise to claims for tax relief for a considerable f

efs remain for owner-occupiers and investors, through mortgage 
interest relief, estimated at €200 million in 2005, and reliefs for 
residential tenants.  

On the basis of the figures presented above it is estimated that 
the demand for housing units will remain at a high level up to 2011. 

51 Tax reliefs for nursing homes, childcare facilities, private hospitals and park and 
ride facilities were retained. 
52 In an analysis of properties sold through Sherry FitzGerald during Quarter 1 
2006 investors accounted for 40 per cent of all sales compared with 30 per cent in 
the same period of 2005. 
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 continue, as well as income and employment 
gro

provide sufficient quantities of zoned land for 
res

rect consequence of the current state of the 
ma

ach other. There are also different 
een 

ical indicators 

 

 allowance scheme.  
• Tenant Purchase Scheme.  

 

In the current three year period, 2003-2006, housing demand is 
estimated to average 74,800 dwellings per annum. With economic 
growth expected to

wth and continued net inward migration, the demand for 
housing is forecast to average 71,900 units per annum between 2007 
and 2011. Thus with demand estimated at 440,000 dwellings53 over 
the period 2006-2011, the stock of dwellings is expected to break the 
2 million mark by 2011, provided all of this demand is 
accommodated.   

If the above demand is to be accommodated without any adverse 
impact on house prices, it is essential that sufficient land is zoned in 
Development Plans to provide for the supply of dwellings in the 
right location. The implications of an inefficient zoning process, 
which does not 

idential development over the long  term, can put undue pressure 
on the environment.     

Against that background and in the light of progress since 2000, 
there are a number of priorities for housing in the next NDP, which 
are outlined below. Overall our recommendations are for a 
somewhat reduced level of funding for this area going forward. This 
recommendation is a di

rket with excess demand leading to strong house price inflation. 
If pressure in the housing market could be reduced through 
appropriate fiscal measures or if there is a general downturn in this 
market our recommendation is to increase investment above the 
level recommended below. 

RATIONALISATION OF EXISTING SCHEMES 

From the analysis carried out to ascertain physical and financial 
progress, it is clear that there exists a wide range of schemes, a 
number of which overlap with e
eligibility and allocation criteria. The direct relationships betw
actual interventions and their impact in terms of phys
can be difficult to quantify. The existing system is far too complex 
and needs to be simplified.  

While the five broad measures, which comprise the Housing 
Priority in the current NDP make sense in that they are broadly 
characterised by tenure, the schemes under each measure could be 
streamlined more effectively. The schemes can be classified into 
three categories. 

1. Schemes assisting owner occupation  
• Shared ownership.  
• Affordable housing.  
• Mortgage

53 Based on 80,000 in 2006 and an average of 71,900 over the five years 2007 to 
2011 inclusive. 



168 EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

rchase.  
pplement scheme under SWA. 

 
2. S em

ousing for rent.  

• Rented accommodation for persons with special needs. 

3. H usi ot result in an 
increase in the housing stock but do generate an improvement in its 
quality.  
 

ner 

ing the existing schemes and supports and their eligibility 
rit

capital envelope. Given the 
need for constraint, it is important to focus on the quality and 

or money issue is relevant when the cost of 

 

• Loans provided for house pu
• Mortgage interest su

ch es focusing on the rented sector 
• Local authority and social h
• Part V.  
• Rental Accommodation Scheme.  

 
o ng quality measures on the basis that they do n

Given that there are no less than six schemes addressing ow
occupation and four schemes addressing the rented sector, there is 
an urgent need to consider which of these measures most effectively 
delivers on the housing policy priorities. This would involve 
ationalisr

c eria in order to deliver a more streamlined set of housing policy 
interventions with clear objectives, targets and output levels. This 
review should also consider whether responsibility for the mortgage 
interest supplement payment scheme should be transferred to the 
DoEHLG and provided by local authorities as part of, and 
integrated into, overall housing policy.  

REDUCED LEVEL OF CAPITAL EXPENDITURE – VALUE 
FOR MONEY 

As was highlighted above, there is a need to constrain the level of 
capital expenditure within the overall 

quantity of the investment to ensure that it delivers value for money. 
The value f

constructing new units is compared with the cost of releasing 
existing units in the stock at below market price. Under the current 
tenant purchase scheme the maximum discount that applies is 30 
per cent to the market valuation price as determined by the local 
authority, which may not be the true market value. A further capital 
subsidy is paid to the tenant purchaser of the order of €3,800.54  

Approximately 19 per cent of the sales in 2005 were sold at 
below €140,000, a further 52 per cent were sold at between €140,000 
and €185,000. With the average house price across the State 
equivalent to around €270,000 in 2005, the disposal prices appear 
substantially below the market value, implying a cost to the State. 

54 Some 9,400 local authority houses were sold by local authorities over the period 
2000-2005 of which 2,517 units (27 per cent) were sold in the Greater Dublin Area. 
A further 3,600 sales were approved at the end of 2005, with applications received 
from 4,622 tenants. 



      HOUSING 169 

 

Im

ns as per Measure 1 is used, the total cost per unit is very 
sim

l increase in investment in social housing. The 
pro

Table 13.5: Estimated C

uding ctio hnica  and l osts. 

Calculated by multiplying A by B. 

rity hous r the  (T .4). 

ined t of th e . 

that local 
ot indexed to inflation. 
circumstances of local 

 the fact that the State covers the 
cos aintenance of the local authority stock. In this regard, the 

portantly, there is no clawback rule as is the case with affordable 
housing. 

The State is building some 4,000 local authority units per year. 
Figures obtained from the DoEHLG suggest the average all in build 
cost was around €155,000 in 2005, implying a total capital spend of 
around €652 million. When the full capital spend on new build and 
acquisitio

ilar at €157,000 in 2005, an increase of 3.1 per cent per annum 
on average over the last six years. The State has purchased over 
5,000 units in the open market over the last six years.  

While the proceeds from the current tenant purchase scheme, 
contribute to the financial resources of local authorities, these 
properties are sold at substantially less than it costs to replace them 
with either new build units in the local authority or acquisitions in 
the private market. 

The Government is considering extending the tenant purchase 
scheme to include the sale of local authority flats from January 2007. 
Given the planned expansion of the social housing programme to 
23,000 new social housing units between 2006 and 2008 this will 
require a substantia

ceeds from the sale of local authority houses are expected to 
contribute towards this cost and thus the disposal prices obtained 
should be at or close to their market values. The rising costs of local 
authority housing units over the last five years, equivalent to a total 
increase of 27 per cent since 2000, using the DoEHLG figures, 
raises concern about value for money in the housing public capital 
programme. 
ost per Unit for Social Rented Housing 

  2000 2001 2002 2003 2004 2005 
A .Cost of building a LA House (€) (1) 122,000 128,000 141,000 137,000 146,000 155,000 
B. Number of new LA Units  2,204 3,622 4,403 4,516 3,539 4,209 
C. Estimated Capital Spend on LA Housing (2) 269 464 62

1. Average cost provided by the DoEHLG, incl constru n, tec l fees and c

2. 

3. Actual capital expenditure on local autho ing as pe  PCP able 13

4. 2000-2005 figures are the comb otal e first thre  rows in Table 13.18  

1 619 517 652 
     
D. Actual Capital Spend on LA Housing (3) 420 671 792 695 704 805 
E. New build plus acquisitions (4) 3,207 5,022 5,074 4,972 4,510 5,127 
F. Average Cost per Unit (€) (5)  130,964 133,612 156,090 139,783 156,098 157,012 

5. The calculated average cost per unit when acquisitions are included. 

 
A second value for money issue concerns the fact 

authority rents are highly subsidised and are n
tor the There is little or no effort to moni

authority tenants over time despite
t of m
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mo

 cent of total housing provision in the public 
gh local authority and social housing 
or three-quarters of the capital spend. 

n Scheme, as 
op

Table 13

st recent Housing Policy Framework (Department of the 
Environment, Heritage and Local Government, 2005) raises the 
issue of implementing a fair rents policy across all social housing 
tenures as part of a package of reforms in the social housing sector. 
It will be important that the issue of indexing rents is addressed as 
part of this package. 

OPTIMAL TENURE MIX 

The value for money issue is also related to the optimal composition 
of the State’s direct involvement in respect of the main forms of 
tenure. Currently 80 per
sector is provided for throu
programmes, which account f
Affordable housing initiatives account for the balance, with no 
contribution from the private rented sector, although it is 
acknowledged that the sector is meeting the housing assistance 
needs of some 60,000 households through the SWA scheme plus 
there will be some contribution following the new arrangements put 
in place under the Rental Accommodation Scheme. 

It may well be the case that the same number of households 
could be accommodated with a lower level of spending by altering 
the composition of the mix. A greater proportion of affordable 
housing in the mix, For example, and/or more use of the private 
rented sector, as with the Rental Accommodatio

posed to the traditional form of local authority housing would 
imply a lower cost to the Exchequer. Equally the cost of 
maintenance would be significantly reduced if the shares of the 
overall social housing requirement delivered through affordable 
housing and the private rented sector were increased. 
.6: Current Tenure Mix of Public Sector Housing Provision 

  2000-2005 2000-2005 

 

(Number of 
Households 

Accommodated) % Share 

% Share of 
Capital 

Funding 
Social/Rented Housing  % % 
Local Authority Housing 49,553 69 63 
Voluntary and Co-operative Sector  8,138 11 12 
Total Social/Rented Provision 57,691 80 75 
Affordable Housing 14,046 20 23 
Private Rented Housing        0 0 0 
Total Affordable & Rented 14,046 20 23 
    

Total Housing Provision 
(Social/Rented/Affordable) 71,737 100 98(1)

Rental Accommodation Scheme (from 
2005) 33,000 persons   

Total Assessment of Social Housing 
Need(2) 43,684 persons   

Total Affordable Housing Need  na   
 

 The balance of 2 per cent on the fun1. ing sid ts the fund r groups with

2. Based o ment eed at th d of March 2005. 

d
needs (travellers and the homeless). 

e represen ing fo  special 

n the latest local authority Assess  of Social Housing N e en
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In recommending a more balanced mix of tenures and more use 
d sector, it is edged that there is likely to 

d for there to be no obstacles to achieving 

per

using will be eliminated over time. 
 need for social housing nationwide from 

o are not in a position to provide their 

 list are female, with 
app

ed with an average of 
5,0

n 
the

55 This figure includes new build and acquisitions and compares with an average 

of the private rente acknowl
be some impact on the market for private rented accommodation. 
This reinforces the nee
the level of supply in the private sector that will be required over the 

iod of the next NDP. 

SOCIAL HOUSING  

Following on the previous discussion regarding a more balanced mix 
of tenures it cannot be assumed that, based on the reduction in the 
waiting lists, the need for social ho
There will always be a
those on low incomes wh
own housing needs without State assistance. The key issue then is to 
assess what an acceptable rate of delivery might be and the most 
effective and efficient manner for doing so.  

The most recent Assessment of Housing Need reported a reduction 
in the numbers on the social housing lists by almost 10 per cent to 
43,684 since the 2002 assessment. The reduction has been attributed 
to the continuing increases in both the social and affordable housing 
provision. The majority on the social housing

roximately 25 per cent of the total under 25 years of age. Almost 
87.5 per cent were on incomes of less than €18,000. In Dublin there 
was an overall reduction of 20 per cent from 15,674 households in 
2002 to 12,608 households in 2005, with South Dublin recording a 
decline of 56 per cent to 1,847 households.   

The DoEHLG Housing Policy Framework proposes the expansion 
of the social housing options over the coming years by: 
“Commencing in the region of 23,000 new social housing units 
between 2006 and 2008” made up of 6,000 units in 2006 and the 
balance in the following two years, compar

00 per annum over the period 2000-2005 and “…fully 
implementing the Rental Accommodation Scheme by end 2008”.  

This proposed level of social housing supply compares with an 
increase in the stock by 73,000 units (net of tenant purchases) or in 
excess of 9,000 units per annum as recommended by NESC (2004) 
over the eight-year period 2004-201255. The most recent assessment 
of need together with the growing dependence of the economy o

 housing market provides an opportunity to revisit what might be 
deemed to be a sensible level of social housing supply over the 
period of the next NDP. This review is consistent with the NESC 
report, which stated that: “The Council accepts that higher levels of 
investment in social and affordable housing must be sensitive to 
both macroeconomic considerations and the capacity of the housing 
industry.”56

 

level of around 6,000 per year over the period 2000-2005. This NESC (2004) figure 
was derived before the results of the 2005 Assessment of Need became available. 
56 NESC (2004) Chapter 8, Paragraph 8.5.4, page 211.  
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ply close to current levels and increasing the social 
ho

• 

Give
reduce t all level of capital expenditure identified in Chapter 
5,  r
current with schemes providing rented 
dw

 to home ownership for 
o meet their own housing needs in 

ithout additional support is a new 

• Affordable Housing under 2000 to 2002 Planning and 
Development Acts – Part V Schemes (2001). 

Taking into account the record delivery from the private sector 
and the fact that equilibrium may be restored to the market over the 
period of the NDP, there may be a case for maintaining social 
housing sup

using contribution from the private rented sector. 
Other policies included in the Framework to support social 

housing include:  
• The introduction of active land management strategies to 

support social housing provision. 
• Introducing measures to reform the social housing sector to 

ensure that the system is fair, efficient and works better. 
• The delivery of high quality social housing in mixed 

communities by rolling out a programme of regeneration 
and other remedial works, and completing the central 
heating programme by 2008. 

• The completion of an audit of the social housing stock in 
2008 to ensure that standards and levels of satisfaction are 
rising. 
The use of public private partnerships in regenerating local 
authority housing estates.57  
n the analysis provided in this chapter and the need to 
he over

the ecommendation is to reduce social housing supply from 
levels and to supplement it 

ellings in the private sector. Furthermore, the Rental 
Accommodation Scheme (RAS) scheme should be fully 
implemented as soon as possible this year.  

AFFORDABLE HOUSING  

The focus, since 2000 on a number of affordable housing initiatives 
aimed at improving affordability and access
those who are not in a position t
the private housing market w
dimension of housing policy. The current range of schemes 
includes: 

• Shared Ownership Scheme (started 1991). 
• 1999 Affordable Housing Scheme. 

 
57The scope for PPP regeneration type schemes, such as at Fatima Mansions and 
O’Deveney Gardens, should be explored outside of the Dublin area. Under a new 
plan, proposed by Dublin City Council, the flats in Fatima Mansions are being 
totally demolished and replaced by high quality housing and very significant and 
necessary associated community facilities in a public private partnership type 
arrangement. The regeneration programme is providing an integrated development 
comprising social, affordable, co-operative and private housing. Approximately 300 
homes will be provided for social housing that will be superior in design and 
quality. 
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new State 

agency, (AHP), was established 
in gu
hou ng
Du n 
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• Affordable Housing Initiative under Sustaining Progress 
(2

With regard to the Sustaining Progress initiative, a 
the Affordable Homes Partnership 

Au st 2005 to drive and co-ordinate the delivery of affordable 
si  in the Greater Dublin Area, with particular reference to the 
bli Metropolitan Area.58 The work of the AHP combined with 
 e ablishment of the DoEHLG working group for the 
lementation of Part V are expected to ensure a more effective 

and efficient system for the operation of Part V which should result 
in increased housing output across all tenures to meet current and 
future demand. 

Since 2000 individuals catered for under the affordable housing 
heading have tended to be first-time buyers who do not qualify for 
social housing as they are typically people in employment, but whose 
financial resources are deemed inadequate to raise a mortgage due to 
the escalation in house prices over the last decade. Thus this 
affordable group represents a new group, which were not catered 
for in the past by local authorities. 

The need for affordable housing is determined by local 
authorities in their Housing Strategies, which have to be completed 
under the requirements of the Planning and Development Act 2000. 
Calculations that 20 per cent and upwards of households will fall 
into the social or affordable categories have been made in many 
counties. There is an issue concerning the assessment of the need of 
affordable housing across the country. Given the strength of new 
home completions in recent years, it is not clear that the 
affordability problem which Part V was designed to address is acute 
outside of the main urban areas, notwithstanding the continuing 
increase in house prices. The next round of Housing Strategies and 
Action Plans should address this issue. 

A key element of the forthcoming housing policy statement will 
be the introduction of a new, simpler and streamlined affordable 
housing scheme for those seeking access to home ownership.  

The implicit assumption in respect of the various affordable 
housing schemes is that all households formed are assumed to fall 
into the category of seeking owner-occupation. However, a 
significant portion of households formed are likely to choose the 
private rented sector, and this may be the preferred tenure for many, 
particularly in the first time buyer (FTB) age groups. There is, 
therefore, a risk of over-estimating the requirements for ‘affordable 
owner occupation’ to the extent that it fails to acknowledge the role 
of private rented accommodation in meeting the needs of 
households. Again in order to ensure flexibility and choice, there is a 
need to ensure an adequate supply of good quality rental 
accommodation at the lower end of the market.  

58Defined as encompassing the Dublin Metropolitan Area as defined in the 
Regional Planning Guidelines for the Greater Dublin Area, 2004-2016. 
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59 Based on Housing Statistics from the Department of the Environment, Heritage 
and Local Government. 

d Local Government, December 2005. 

THE PART V PROVISIONS 

Part V refers to the provision under the Planning and Development 
Act, 2000 that up to 20 per cent of land zoned for residential 
developments or for a mix of residential and other uses be reserved 
to meet affordable (and social) housing needs and be made available 
to the local authority at the existing use valu
development value. On the basis of 
affordable units transferred und
based on an estimated subsidy of approximately €50,000 per unit, 
the total value of the subsidy is worth €108.6 million.59 This 
represents the revenue foregone by the builder/developer from 
selling units below the market price. The latter excludes the €20 
million collected to date in financial contributions under Part V, 
which is to be ring-fenced by local authorities for the provision of 
social and affordable housing. Thus the total of €128.6 million 
represents a levy or a tax on the builder’s Part V requirement. This is 
likely to push up the price of the remaining 80 per cent of units and 
may therefore contribute to additional house price inflation. On the 
other hand, the growing numbers on the affordable housing lists of 
local authorities suggests that demand is increasing. Thus the Part V 
provisions for social and affordable housing artificially distort the 
market.  

Affordable units are transferred at a discount to eligible persons 
resulting in an increased demand for affordable housing, the supply 
of which is the responsibility of the private sector. The 1,470 
affordable units transferred to date under Part V have been sold on 
to eligible persons at discounts ranging from 30 per cent to 50 per 
cent off the market price. There is also the value of the clawback in 
the event th

al authority. While there is also the saving on maintenance costs 
for the Exchequer, the question arises whether this is the most 
efficient way to procure affordable housing and whether the State 
would be better placed to provide a rental subsidy for affordable 
rented accommodation. 

SUSTAINABLE DEVELOPMENT 

The recent housing policy framework entitled Building Sustainable 
Communities60 emphasises a number of key policy directions for the 
medium term, including the building of active and successful 
communities, continuing improvements in the quality of houses and 
neighbourhoods as we
measures to modernise the private rente

The focus on sustainability is lik

60 Housing Policy Framework – Building Sustainable Communities, Department of the 
Environment, Heritage an
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despite the significant funding provided to address the problem. The 
Review called for better data on the extent, nature and causes of 
homelessness. In regard to funding initiatives, more formal funding 

ment plans to 

dimensions, which can only be addressed in the future planning and 
provision of residential development. 

There is a need to ensure that there is an adequate supply of 
zoned and serviced land for residential development in development 
plans in order to provide flexibility and choice and to restrain land 
price inflation. This will be a key factor in drivin

use price inflation over the medium term.   
Policymakers need to be aware of the linkages between housing, 

land-use, transportation and environmental policies (see 
Morgenroth, 2002). A number of fac

 into the more distant hinterlands of our cities rather than in the 
city areas. These include lower development costs in greenfield sites 
as opposed to brown-field sites, restrictive planning and zoning 
personal preferences. As a result the spatial pattern of house 
building that has emerged has encouraged long

ich has adverse implications for the environment.   
The provision of housing needs to be integrated with the 

provision of other infrastructure, particularly public transport which 
is only feasible with higher densities, but also water, sewage and 
social infrastructure and other amenities. 

SPECIAL NEEDS 

The provision of accommodation for groups with special needs is an 
important measure for tacking social exclusion. In total 187 
travellers were ‘removed from the roadside’ at the end of 2004 and 
193 traveller specific units were provided or refurbished.  

In a recent Review of Homeless Strategies published by the 
DoEHLG, progress to date on the var
plans developed t
(Fitzpatrick Associa
significant increase in funding for the homeless sector since 2000. 
Over the last six years, a total of €230 million has been spent on 
accommodation through the DoEHLG and over €80 million on 
care services under the Department of Health and Childre

 DoEHLG recouped over €44 million to local authorities in 
respect of accommodation and related services for homeless 
persons, compared with €12.5 million in 1999. This year a total of 
over €50 million in current expenditure has been allocated for this 
purpose.  

The Review identified five priority areas on which resources 
should be focused. The main priority was seen as the provision of 
long-term accommodation to be sourced from the local authority, 
voluntary and private rented sectors. The RAS is expected to play a 
significant role here.  

There are no indicators of progress on the homeless component, 

mechanisms were advocated and it was recommended that Action 
Plans be reviewed on an annual basis. The Govern
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t the view that the 
has reached unprecedented levels 
pendence of the economy on the 

of tenures should be achieved 

• 

• 

produce a revised strategy on homelessness on foot of this review, 
which will 

KEY RECOMMENDATIONS 

Arising from the above priorities, this section contains the main 
recommendations in respect of each measure, which makes up the 
housing priority in the current NDP. 

Recommendations are provided for the future direction of 
funding for each measure over the Plan period 2007-2013 in terms 
of whether the funding level should be  “increased”, left unchanged 
or the “same” or “reduced” relative to the 2006 provision. The 
NDP Expenditure provisions for 2006 include the separate 
provision for Asylum Seekers. This measure should be removed 
from the Housing Priority for the next NDP period. 

The recommendations, which follow reflec
level of expenditure on housing 
and there is concern over the de
housing market. There is also concern about the value for money 
obtained by the expenditure incurred: 

• Tenure Mix: A better balance 
through schemes using the private rented sector, such as the 
Rental Accommodation Scheme. The net result would be a lower 
level of capital spending for new build, acquisitions and 
housing maintenance. Consequently, it is recommended that 
the average annual spend on local authority housing should 
be reduced in the next NDP compared with the 2006 level. 

• Special Housing Needs: The spend on social rented 
accommodation by the voluntary housing sector should be 
maintained, given its focus on providing rented 
accommodation for key groups with special housing needs, 
such as the elderly, the disabled and the homeless.  

• Tenant Purchase Scheme: The value of housing units sold under 
the tenant purchase scheme should reflect more closely the 
market value of the local authority dwellings being 
purchased outright. If market value is not an option there 
should be a clawback provision over the first ten years. In 
the event that costs are not fully recovered the scheme 
should be terminated. 

• A priority should be to ensure that the RAS becomes fully 
operational as soon as possible this year. 
Fair Rents Policy: A fair rents policy across all social housing 
tenures, as stated in the Housing Policy Framework and 
addressing the issue of indexation of rents as part of this 
package needs to be implemented. 
Rationalisation of Schemes: The range of existing schemes and 
supports and their eligibility criteria need to be restructured 
in order to deliver a more streamlined set of housing policy 
interventions with clear objectives, targets and output levels. 
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There may be a case for considering whether the Mortgage 
Interest Supplement Sc
Department of Social and Family Affairs, should be 
included as an instrument of housing po
housing interventions administered by the DoEHLG. We 
support the need for a graduated system of supports but 
believe that the system, as it exists, could be simplified.  
Affordable Housing: A new simpler an
housing scheme for those seeking access to affordable 
housing for home ownership or renting should be 
implemented as planned. We recommend a reduced level of 
spending in the next NDP for non-Exchequer loan finance. 
With the entry of a number of financial institutions into the 
affordable mortgage market, the requirement for Housing 
Finance Agency (HFA) loans should be significantly 
reduced in any event.  
Part V: The housing supply provisions under Part V should 
be reviewed in order to ensure that they are working 
efficiently and effectively and that they are not holding
the delivery of housing supply. The impact on land prices as 
a result of Part V should also be examined. The Part V 
provisions should acknowledge the role of the private 
rented sector in meeting the needs of households. If the 
conclusion is reached that the Part V provisions are not 
working effectively, the subsidy transferred under Part V, of 
the order of €128.6 million should be collected by other 
means from the housing market. 
Public Private Partnersh
partnerships should be made in urban areas for regenerating 
local authority housing estates and improving the quality of 
the existing local authority and social housing stock. This 
would allow a reduction in the overall capital provision for 
schemes aimed at improving the quality of the housing 
stock, most of which is spend on regeneration programmes.  
Homelessness: The recommendations from the Government’s 
review of the implementation of its homelessness strategies 
need to be implemented. Schemes that provide 
accommodation for groups with special needs are important 
for tacking social exclusion and it
level of expenditure remains unchanged. 
d on the projected levels of expenditure for each measure 
rall planned NDP expenditure over the period 2007-2013 is 
€1.861 million per year on average compared with the 
d provision of €2.014 million for 2006. The capital amount 
t €1.67 million per annum on average compared with the 
d provisional PCP outturn of €1.55 million in 2005. 

Th provision of further resources for investment must be 
tch  with other accompanying measures that will ensure that the 

tions have the greatest possible impact. In this respect we 
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Table 13.7: Housing Priori

end a number of accompanying measures, which are further 
d in Chapter 11. These include issues relating to the better 
on with land use planning and policy impact analysis. 

ty 2007-2013 Recommendations 

Measure Recommendation 2006 
€ million 

2007-2013 
Average 
€ million 

1. Local Authority Housing  Reduce 875 820 
2. Voluntary Housing  Same 278 278 
3. Improving Access to Affordable Housing Reduce 415 340 
4. Housing Stock Improvements  Reduce 277 254 
5. Accommodation for Groups with Special Needs Same 95 95 
6. Asylum Seekers Same 74 74 
Total   2,014 1,861 
Note: Figures in above Table

 

 are taken from Appendix 3.61  

61 NDP Expenditure in 2006 from the Revised Estimates for the Public Service 2006. 
There are, however, some discrepancies between the above figures and the 
estimates provided under the DoEHLG vote and the capital provisions in the PCP. 
The total capital plus current provision for Housing is €1,370 million according to 
the DoEHLG vote in the Estimates for the Public Service, compared with a total 
capital plus current provision of €2,014 million per the NDP Expenditure above or 
€1,940 million excluding the provision for Asylum Seekers. A considerable amount 
of the difference is due to the exclusion of some €410 million in non-Exchequer 
loans for affordable housing from the Housing Finance Agency. The current 
expenditure provisions above exclude €19 million for the new Rental 
Accommodation Scheme, which is included in the Estimates figures for 2006. The 
capital investment allocated under the MACIF is €1,245 million. 
 



14. WATER AND WASTE 
WATER INFRASTRUCTURE 

Water and sewerage infrastructure are a vital component of the 
national infrastructure since the availability of clean drinking water is 
a key factor underlying the health of the population. Water is 
required for many industrial and service activities and therefore is a 
prerequisite to the efficient functioning of the economy. Waste 
water treatment is necessary to preserve the environment and 
protect public health. However, the importance of water and 
sewerage infrastructure in itself is not sufficient justification for 
public investment in this area. Rather it highlights the need for 
Government to ensure that an adequate supply of clean water be 
available and the treatment of waste water be carried out to a 
sufficient standard.  

14.1 
Introduction

While water and sewerage services are largely publicly provided, 
being the responsibility of the local authorities, in some cases 
individuals or groups of individuals have organised these services for 
themselves. As Table 14.1 shows over 80 per cent of households 
have a public water supply and almost 65 per cent have public 
sewerage access. The number of households that are connected to 
public water and sewerage facilities has increased significantly over 
the period 1991 to 2002 with over 300,000 additional households 
connected to public water supply and almost 250,000 additional 
households connected to public sewerage supply. Interestingly, the 
number of households utilising an individual septic tank, which 
identifies the housing unit as a one-off house, has increased by just 
65,000, which seems at odds with some public comments over 
recent years. 

Before we consider each of the factors in driving the need for 
investment it is important to note that the investment needs are not 
independent of the way the sector is organised. In particular, while 
businesses pay water charges, private households have been exempt 
from paying water charges since 1997. In this respect Ireland is an 
outlier in Europe since volume based charges are applied in almost 
all EU countries. This means that the most important signal to limit 
demand for water, namely the price of water is not obvious to 
individuals. In the absence of such price signals the demand for 
water will be excessive.  
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Table 14.1: Households by Water and Sewerage Infrastructure Type, 2002  
Water Supply 1991 2002 Change 

Public supply (incl. Local Authority Group Scheme  
739,313 

(77.6%) 
1,055,577 

(82.5%) 316,264 

Private Water Supply (incl. private group scheme) 
175,145 

(18.4%) 
183,531 

(14.3%) 8,386 

No piped water and not stated 
38,285 

(4.0%) 
40,509   

(3.2%) 2,224 

Total 
952,743 

(100%) 
1,279,617 

(100%) 326,874 
    
Sewerage system    

Public sewerage 
576,035 

(60.5%) 
822,574 

(64.3%) 246,539 

Individual Septic Tank 
342,042 

(35.9%) 
 407,768 

(31.9%) 65,726 

Other including no sewerage facilities and not stated 
34,666   

(3.6%) 
49,275   

(3.9%) 14,609 

Total 
952,743 

(100%) 
1,279,617 

(100%) 326,874 
Source: CSO Census of Population 1991 and 2002. 

 
The international literature on the responsiveness of water 

demand to price changes shows that the demand for water is 
inelastic, that is a 1 per cent increase in the price of water will result 
in a less than 1 per cent reduction in the demand for water (see 
Dalhuisen, Florax, de Groot and Nijkamp, 2003). However, the 
introduction of charges would constitute a significant price change, 
which is likely to reduce demand significantly.  In this respect the 
comparison of unmetered demand for water with metered demand 
for England and Wales provides some useful insights (OFWAT, 
2005). These show that in 2004-5 metered water consumption was 
in the region of 10 per cent less than unmetered demand. In general, 
studies of the effects of the introduction of metered charging show 
reductions in water consumption of around 10 per cent, and much 
more in some cases.  

Clearly, the demand for water determines the stock of 
infrastructure that needs to be in place to meet this demand and, 
therefore, impacts on investment needs. Metered consumption per 
day in England and Wales is less than 140 litres per head (OFWAT, 
2005). In Ireland it is likely to be 170 litres per head per day 
(Fitzpatrick, 2005a). With excess demand in the absence of price 
signals, the level of investment needed to satisfy demand will also be 
excessive.62 While there appears to be a perception that the 
introduction of domestic water charges would be unpopular, results 
from scientifically conducted surveys suggests that only a minority of 
the population are opposed to the introduction of water charges (see 
Scott and Eakins, 2001).63

 

 

62 Whether or not it would be economic to introduce metered charging is 
something that can be assessed, using a standard appraisal that takes account of 
financial and economic values (European Commission, 2001).  
63 These surveys were conducted in 1994 and 2000. 97 per cent and 82 per cent 
respectively reported that they were in favour of some direct charge. In 2000 just 6 
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Given the manner in which the provision of water and sewerage 
services is organised the rationale for further public investment is 
due to: 

• Population increase,  
• Increased economic activity, 
• EU Directives, 
• Climate change. 
We briefly consider each of these. 

 POPULATION AND ECONOMIC GROWTH 

As was shown above in Chapter 4, the population has increased 
substantially over recent years and is projected to increase further. 
Similarly, economic activity has increased but while strong growth is 
forecast this rate of growth is expected to moderate. This will 
inevitably lead to increasing demand for water and increased waste 
water output. Furthermore, as the population increase has a 
significant impact on the housing market through increased demand, 
new infrastructure will be required to facilitate housing construction. 

Population growth, outlined above, points to the need for 
capacity to accommodate 4.86 million persons in 2013 and 5.28 
million in 2020, in the High Growth scenarios. Given a baseline 
population of 4.13 million in 2005, these projections represent 
growth of 13 per cent and 28 per cent respectively. Additionally, the 
trend towards lower house occupancy will give an upward push 
because water consumption per head rises with lower numbers per 
household. GNP growth of 40 per cent is also projected though it is 
not certain what growth can be expected in the water intensive 
sectors such as Food and Chemicals, as against water extensive 
sectors such as Financial Services. There could be further 
requirements with respect to quality and to individual parameters 
(trihalomethanes, pesticides etc.). The National Urban Waste Water 
Study (Department of the Environment, Heritage and Local 
Government, 2004) outlined how trends in population growth point 
to continuing investment needs. In the absence of upgrades, 49 per 
cent of plants could have inadequate capacity by 2022. Clearly, the 
spatial trends in population distribution and the need to implement 
the NSS are important considerations in targeting investment. 

EU DIRECTIVES 

The main Directives of relevance are the Urban Waste Water 
Treatment Directive (91/271/EEC) and the Drinking Water 
Directive (98/83/EC) and, recently, preparation for the efficiency 
and management procedures under the Water Framework 
Directive’s regulations (SI No. 722 of 2003).  

per cent of respondents reported that they did not want a charge and thought 
‘Government should pay’. 
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The Urban Waste Water Treatment Directive (UWWTD) has 
been the main driving force behind the investments under 
Environmental Infrastructure during the 1990s and the current 
NDP. This Directive was particularly focused on the standard of 
waste water treatment rather than the environmental need for higher 
treatment standards. Consequently, the priorities for investment due 
to this Directive were rather different from the environmental 
priorities that might have been determined on an objective basis for 
Ireland. A higher priority should have been given to pollution of 
lakes and rivers than was the case and scarce resources were devoted 
to other lower priority areas because of the directive. Overall, 
implementing this Directive was expensive without necessarily 
achieving optimal impact (Scott and Convery, 1999).  

The EU Drinking Water Directive (DWD) sets out to ensure 
that drinking water is free of harmful organisms and contains only 
safe levels of other substances, the levels of which are set by the 
Directive. Compliance with the directive is measured by the EPA, 
which has published regular reports on drinking water quality. The 
most recent report for 2004 is the first report that allows an 
assessment of compliance with this Directive. The report shows that 
overall 96.3 per cent of water supplies are compliant with the DWD. 
There are some differences on compliance rates between different 
types of supply as shown in Figure 14.1. 

Figure 14.1: Compliance with the Drinking Water Directive by Type of 
Water Supply, 2004 
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Source: EPA (2005). 
 

The Water Framework Directive (WFD, 2000/69/EC) came 
into force in December 2000. Its gestation during the 1990s 
encouraged the Government’s approval in 1998 of a framework for 
charging non-domestic customers of water services and the setting 
up of seven River Basin Districts (RBD), three of which are shared 
with Northern Ireland. This paves the way for water authorities to 
combine to provide water services in a coherent manner.  

 
The main innovation of this directive are threefold:  
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• It is oriented to enhancing human welfare. Rather than 
concentrating on the standard of treatment facilities, it 
focuses on an improved environment. The main objective is 
the achievement of “good status” in all waters by 2015. 
Where “high status” currently exists, it must not deteriorate.  

• The river basin is to be the natural unit for water 
management and each river basin must be assigned to a 
River Basin District, which is to be the administrative unit 
for co-ordinated management. A River Basin Management 
Plan must be drawn up by December 2009 for each RBD 
describing the “gap” to meeting the objectives and the 
measures designed to fill the gap. 

• Account of the principle of recovery of costs of water 
services shall be taken including environmental and resource costs 
in accordance in particular with the polluter pays principle. 
Adequate incentives are to apply to encourage consumers to 
use water resources efficiently, with recovery of costs for 
water services, and adequate contribution of users, 
disaggregated into at least industry, households and 
agriculture.  

There is an opt-out for member states not wishing to apply 
sectoral cost recovery, say for social reasons. Ireland intends to avail 
of this opt-out in the case of the domestic sector due to opposition 
from a minority of the population (see the discussion above).  

The regulations associated with this directive, S.I. 722 of 2003, 
European Communities (Water Policy) Regulations, came into force 
in 2003 with a series of target dates for compliance with different 
aspects. With a strong water-based leisure and tourism sector there 
are many advantages to be gained from compliance, besides health 
impacts.64  

The fact that compliance is a legal requirement need not mean 
that measurement of the effect of the investment on water quality is 
superfluous. There is scope for flexibility in the prioritisation of 
schemes, for example.  

GLOBAL WARMING 

Taking the long-term issue of global warming first, climate and 
hydrological studies for Ireland suggest that seasonal shortages are 
possible in areas where water supply capacity is already under stress 
(Sweeney, 2002, McGrath et al., 2005). Looking at the effects on 
water resources by the middle of this century, Sweeney’s work 
suggests: 

• A widespread reduction in total annual runoff is likely that 
will be most marked in the east and south-east of the 
country.  

64 The value of leisure use has been found to be significant and the value of salmon 
angling to be very high (Curtis, 2001). 
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• Winter run-off is predicted to increase in most of Ireland.  
• All areas will experience a major decrease in summer runoff, 

particularly in the east of the country.  
• Seasonal flooding may occur over a larger area and persist 

for longer periods of time.  
Since evaporative losses are also likely to increase during summer 

months, the water resource changes projected will have a significant 
effect on reservoir yields. Water supply infrastructure is expected to 
come under growing pressure, particularly in the Greater Dublin 
Area and the strategic implications of this are profound for a 
number of areas, particularly spatial settlement strategy.  

The projected changes in water availability pose potential 
problems for the dilution of water-borne effluent. With a greater 
frequency of low flow conditions, additional precautions will be 
required to ensure that concentrations of water pollutants do not 
give rise to acute effects. It is recommended that minimum flow 
constraints are determined more conservatively, particularly where 
new urban or agricultural discharges are envisioned. Greater 
incorporation of groundwater protection considerations is also 
recommended as aquifers assume increasing importance as sources 
of water supply as competition for reduced surface resources 
intensifies. 

In addition to being more expensive to provide, water services 
will need careful positioning to avoid suffering infrastructural 
damage on the one hand and, on the other hand, to avoid imposing 
damage on vulnerable water resources through abstraction and 
discharges. In so far as the construction of water infrastructure itself 
acts as a “facilitator” for future population location and growth, the 
positioning of such infrastructure has long-term effects. Although 
global warming may only impact in the future, and there is much 
uncertainty, it is still worthwhile taking such matters into account 
where choices exist at present. 
 
 Expenditure on the four water measures of the Environmental 
and Social Infrastructure Operational Programme (ESIOP) under 
the current NDP to end-2004 has been €2.74 billion, representing 
almost 90 per cent of the forecast expenditure for this period. 
Expenditure targets were revised after the mid-term review. The 
overall reduction in target expenditure was from €3.8 billion to €3.1 
billion. By contrast, there was a greater than anticipated expenditure 
on waste water projects, the domestic component of which is 100 
per cent Exchequer financed. Overall expenditure has caught up and 
is running close to target. Financial progress is summarised in Table 
14.2.  

14.2 
Assessing 
Progress 

Expenditure under the Rural Water headings up to mid-2004 
adds a further €194 million for the BMW region and €118 million 
for the S&E region.   
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Table 14.2: Financial Progress 

Source: Fitzpatrick Associates (2005a). 

 

Expenditure 
2000 to 2004, 

€ Million % of Target 
Measures  % 
1. Waste Water  1,673.9 135.7 
2. Water Supply  289.2 71.7 
3. Management and Rehabilitation  153.4 34.6 
4. Infrastructure Support 280.0 54.7 
5. Coastal Protection Measure 32.3  
6. Rural Water 311.7 54.0 
Total 2,740.5 86.0 

 
In contrast to overall progress, expenditure on Measure 1, waste 

water treatment, is way ahead of the original NDP targets, reflecting 
the large size of initial schemes. The other Measures lag behind to 
varying degrees. 

The most striking feature is the slow progress with Measure 3, 
Management and Rehabilitation, which includes the water 
conservation programme, so much so that the target expenditure 
was radically reduced. This suggests that larger projects, which are 
directive driven, have crowded out small projects (Fitzpatrick 
Associates, 2005a). However, the recent increased rate of assistance 
on these rehabilitation works, from 75 per cent to 90 per cent, 
should have a positive impact in accelerating progress. Progress is 
on target in both NUTS 2 regions with the exception of the water 
supply measure where the Southern and Eastern region’s 
expenditure is low in relation to target.   

The targets for the period 2000-2006 were re-specified at the 
mid-term review in order to relate them more closely to the 
investment objectives, rather than to inputs, and these additional 
targets are also shown. Importantly, expenditure under the waste 
water measure has achieved 90 per cent compliance with the Urban 
Waste Water Directive. 
 
 An important issue in measuring impact is the proper choice of 
indicators. The indicators given in the case of water supply are 
satisfactory and give a good idea of progress in relation to aims. 
These measure the number of persons (or person equivalents (PE)) 
in households supplied by new or upgraded schemes and the rate of 
compliance with drinking water regulations. However, the 
production of indicators for the output and impact of waste water 
schemes, on the other hand, has been more difficult. The original 
indicators, “Number of waste water schemes completed/in 
construction/planning”, were improved after the mid-term review, 
being replaced by an indicator tracking additional capacity in terms 
of population equivalent. 

14.3 
Lessons from 

Past Plans 

But scheme-specific data on the quality of the waters 
downstream of the schemes, and ideally upstream too, is necessary if 
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one wishes to judge the effectiveness of the investments.65 Indeed, 
in order to properly establish that the investment has resulted in 
water quality improvements it would be necessary to identify the 
water quality before and after the investment is put in place. This is 
important since there are polluting activities, other than municipal 
waste water discharges, that strongly influence water quality. For 
example, the effect of agricultural activities on waters, including run-
off from animal wastes and fertiliser application, can be very 
important. The results of the waste water investments, though they 
may operate correctly, could range from useful to useless, depending 
on these other activities. The investment is likely to have been 
effective, other things being equal, if downstream water quality has 
improved, and downstream water quality, before and after the 
scheme has to be a major indicator. 

This discussion highlights the importance of choosing the 
correct sampling points. According to a report on an earlier 
programme, it appears that no prior arrangements had been made to 
ensure relevant positioning of sampling points in the receiving 
waters in order to judge the effects of new schemes (DKM, 2004). 

In terms of impact, a major area of improvement to the 
environment lies in the quality of tidal waters. The ratio of eutrophic 
(or potentially eutrophic) to the rest has declined from 30:70 to 
22:78. According to the recent up-date Evaluation of the ESIOP 
(Indecon, 2005) there has been only a slight improvement in the 
length of river classified as unpolluted (from 67 per cent to 70 per 
cent) which is still well below target although the proportion of lakes 
that are unpolluted has improved more substantially (from 65 per 
cent to 93 per cent) but is also still below target. The update 
evaluation also noted that compliance with the Drinking Water 
Directive was expected to reach 100 per cent in 2006 having 
increased from 92 per cent to 97 per cent. Similarly, the compliance 
rate with the UWWD is expected to reach 100 per cent in 2006.  

The fact that targets of the Directives are being met while the 
environmental benefits are not obvious raises the issue of whether 
other measures would have resulted in more environmental benefits. 
Clearly, water quality is a function of a range of activities. If the 
investment that has taken place has resulted in small environmental 
benefits or benefits that have been eroded by other activities, then 
the prioritisation for investment might need to be changed, and 
other actions such as tougher regulations on farm effluent should be 
considered.  

Another major achievement is the improved water supply to 
two-thirds of a million persons. The most recent EPA report on 
drinking water quality referred to above is not directly comparable 
with previous reports. However, previous reports did highlight a 

65 As the methodology report (DKM, 2004) states: “Care is needed in identifying 
locations of water testing. As a general rule, a location as near as possible to the 
outfall should be used. More than one location might be worth investigating, for 
example, if there were water abstraction downstream of a waste water treatment 
plant, or a number of different amenity areas were affected.” 
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steady improvement across all indicators. However, the reports did 
highlight persistent problems in private group water schemes. 

It should be noted, however, that as the investments have been 
put in place over an extended period the overall environmental 
benefits may only arise over time. Thus, in some cases it may be too 
soon to judge the effects. The EPA reports stress the inexact nature 
of measurement and the many contributory causes of changes in 
water quality, including the weather. For example, changes in the 
stretches of river meeting a particular quality standard are often 
marginal so that it is difficult conclude that there was any material 
change in environmental quality.  

An important finding of cost-benefit analysis of water 
conservation projects by DKM (2004) was that these projects were 
almost invariably highly worthwhile and this finding begs the 
question as to why they were not undertaken earlier. The amount of 
water saved or, more accurately, the reduction in unaccounted for 
water was in the region of 20 per cent. That is, unaccounted for 
water was reduced from 59 per cent to 39 per cent, on average, 
allowing the water authorities to accommodate rapid growth without 
recourse to additional abstractions. The average internal rate of 
return was 25 per cent, and the benefit to cost ratio 2.65.  

The absence of previous cost-benefit analyses may partly explain 
why conservation had not been undertaken earlier. But the more 
likely reason was the over-riding imperative of the directives, the less 
generous funding arrangements and the fact that saving water would 
have limited benefit for local authorities owing to the financial 
structures in the water sector. This is an example of the inefficiency 
to be expected from incorrect pricing. The issue of domestic water 
pricing will need to be addressed and it is discussed above in the 
chapter on accompanying measures. 

Finally, while water and sewerage infrastructure has important 
health and environmental benefits, the empirical analysis on the 
economic returns to this infrastructure conducted as part of the Mid-
Term Evaluation of the current NDP found that this return was not 
statistically different from zero which contrasts with the return to 
transport infrastructure (see Fitz Gerald et al., 2003). However, the 
methodology used might not capture the full impact of this type of 
infrastructure, and the economic return might emerge in a more 
indirect way. 
 
 The rolling three-year Water Services Investment Programmes 
(WSIP) have taken account of the National Water Study (Atkins, 
2000) and the report on urban waste water discharges (EPA, 2004) 
as well as the stated needs of water authorities. The most recent 
WSIP for 2005-2007 covers investments totalling €5.1 billion.  

14.4 
Priorities for 

the Next Plan 

The proposed investment for each authority is broken down into 
four major categories, that is, (1) the investment in schemes 
including water and waste water schemes and investment in the 
network and planning; (2) water conservation; (3) asset management 
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studies and River Basin District projects under the WFD and (4) 
investment in servicing land to enable development.   

The bulk of the investment, approaching 89 per cent, is 
proposed for the schemes under (1), of which some 45 per cent is 
earmarked for hubs or gateways.  Some 5.5 per cent of the total is to 
be spent on water conservation and 5 per cent on servicing land. Of 
the investment in servicing land, some 60 per cent is for hubs or 
gateways. Investment in the studies including Asset Management 
studies represents about 1 per cent. 

It is not possible to judge these allocations in the absence of an 
assessment of the costs and benefits of each type of investment. The 
ESIOP Progress Report for 2005 notes that the programme includes all 
remaining schemes required to achieve full compliance with the 
Urban Waste Water Treatment directive. While the shares for 
gateways and hubs and for rehabilitation may look small, this may be 
for sound reasons and because investment in new water 
infrastructure will be more water sparing in any case. However, it is 
worth recalling the lessons learned above, that water conservation 
had been given insufficient attention and that spatial planning needs 
increasing scrutiny. The recent gateways study (Fitzpatrick 
Associates, 2005b) identified the need for investment in water and 
sewerage infrastructure in four gateways (Dundalk, Galway, 
Letterkenny and Midlands).66 In any event, investment in water and 
waste water infrastructure required in the gateways and hubs should 
be prioritised in order to support the development of critical mass. 

Given the analysis above, our recommendations for the different 
investment priorities are as follows: 
 

Waste Water: Compliance with UWWTD stands at over 90 per 
cent at end-2005, having risen from 25 per cent in 2000 (Fitzpatrick 
Associates, 2005a). Given this high compliance rate only limited 
funding will be needed to achieve full compliance. The 
Government’s more stringent aim should be to improve overall 
water quality, meaning that pollution from other sources such as 
from agriculture needs to be curtailed. Investment is required for 
growth and for compliance with WFD, which will be more 
‘objectives-based’. 

Water Supply: By end 2005 some 0.666 million population (44 per 
cent) out of the target of 1.5 million population had been served, 
leaving a considerable gap. However, the level of public funding 
needed is moderated by the fact that substantial resources for 
development   related   infrastructure  are  collected  as development  

 
 
 
 

66 As the basis for this recommendation was not outlined in that report it is difficult 
to comment in more detail on the investment needs in the gateways. 
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contributions.67 Correct charging of domestic users could reduce 
total demand by some 10 per cent, and could delay the need to pipe 
water from west to east by 2 to 4 years with present technology.  
Investment is required to fill the gap and to cater for growth. 

Management and Rehabilitation of Infrastructure: This activity has 
yielded high returns in the past and provided that this is still the 
case, the activity is being rightly stepped up, mindful of the limit to 
returns to leakage control beyond the economic level (ELL). Asset 
Management Studies and River Basin District projects also fit here, 
with a view to production of meaningful annual data series on water 
services. 

Infrastructural Support for Expanded Economic Activity: Growth in 
population and economic activity call for this to continue, except 
that economies should be gained from adhering to the NSS by 
concentrating expansion at gateways and hubs in order to use large-
scale networks and plant. Realistic payment on the part of all water 
service users would reduce requirements considerably.    

Coast Protection and Management: No evaluation has come to hand 
on this measure, but as increased erosion is possible with the effects 
of global warming some investment is warranted.  

Rural Water Investment: Some further investment is required to fill 
the gap in achieving the last NDP’s target.  
 

In addition to the discussion in this chapter, the analysis on the 
capacity of the building construction sector and the impact of 
expanding demand for the outputs of this sector (see Chapter 5), 
needs to be taken into account in framing the financial 
recommendations. Our recommendations are summarised in Table 
14.3. As was outlined above the level of Infrastructure investment 
implicit in the public capital programme is higher than can be 
prudently delivered in the absence of simultaneous measures to 
reduce the private demand for the output of the building and 
construction sector. As a consequence the level of expenditure on 
water and waste water infrastructure will need to be limited.  

 
 
 
 
 
 
 
 
 
 

67 According to data from the Department of the Environment, Heritage and Local 
Government development contributions amounted to €546 million in 2005, which 
constitutes a significant increase over 1996 (€46 million) and 2000 (€110 million) 
(see 
http://www.environ.ie/DOEI/DOEIPol.nsf/wvNavView/Overview?OpenDocu
ment&L#l4). 
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Table 14.3: Recommendations on Water Infrastructure 
Measure Recommendation 2006 

(€ million) 
2007-2013 
 Average 
(€ million) 

Waste Water  Reduce 179.3 90  
Water Supply  Increase 45.6 70  
Management and Rehabilitation of Infrastructure Increase 35.9 70      
Infrastructural Support for Expanded Economic Activity Reduce 65.2 40  
Coast Protection and management Same 3.1 3  
Rural Water Reduce 147.0 60  
Total Reduce 476.1 333 
Note: The 2006 allocation is based on the figures for the NDP and is not directly comparable with the 
MACIF used in Chapter 5. 

 
Investment in itself will not be sufficient to ensure efficient water 

and waste water services. Thus, a number of accompanying 
measures will be required. These were outlined in some detail in 
Chapter 11, so they are only summarised here. 
The accompanying measures include: 

• introduction of a proper pricing mechanism for domestic 
water and waste water, 

• more extensive use of cost-benefit analysis,  
• better impact measurement, 
• collection of appropriate data and indicators, 
• commercialisation of the sector, 
• better integration with land-use planning.  



15. WASTE 
INFRASTRUCTURE 

The level of waste generation in Ireland, whether municipal, 
industrial or hazardous, has been rising rapidly over the last decade, 
driven by population and economic growth, notably the expansion 
of the construction sector (Construction & Demolition waste is now 
the largest non-agricultural waste stream). 

15.1 
Infrastructure: 
Progress Since 

2000
At the start of the current decade, Ireland was towards the 

bottom of the class internationally in terms of waste management 
infrastructure, both physical and regulatory, with a high dependence 
on landfill and low levels of diversion to more environmentally 
benign channels. The landfill infrastructure was in general poor, with 
much of it reaching the end of (if not already past) its design life. 
Planning logjams and public opposition were slowing down the 
renewal and improvement of the infrastructure. OEE 200568 
indicates that in 2001 there was an average of six years remaining 
landfill capacity around the country, with as little as two years in a 
number of areas. 

A range of developments has occurred in the meantime, which 
has had a significant impact for the better. These include: 

• As of 2004, remaining landfill capacity had increased to an 
average of 8 years, and all operating landfills are now 
licensed by the EPA. 

• Charging for domestic waste collection has become the 
norm, and in 2004 the Minister for the Environment, 
Heritage and Local Government required the introduction 
of use-based charging systems.69 

• Waste collection has been privatised in many parts of the 
country and new private collection routes introduced, and in 
some cases waste disposal is also privatised, which should 
generate efficiency gains.  

• The Plastic Bag Levy (15c per bag) was introduced in 2002, 
and has been successful in terms of reductions in number of 
bags used and in litter. 

191 

 
68 Office of Environmental Enforcement, The Nature and Extent of Unauthorised 
Waste Activity in Ireland, 2005. 
69 S. Scott and D. Watson (2006). “Introduction of Weight-Based Charges for 
Household Waste Collection”, presented at Irish Economic Association 
Conference, Bunclody, 28-30 April, 2006, highlights the benefits of use-related 
charging.  
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• A Landfill Levy of €15/tonne has been introduced, which at 
least partly internalises the environmental costs of landfill. 

• Recyclables collection from the urban residential sector is 
now widespread, and the number of bring banks, recycling 
centres and Materials Recovery Facilities (MRFs) has risen 
significantly.  

 
Recent guidance from the Minister for the Environment, 

Heritage and Local Government70 has clarified that movement of 
waste across regional boundaries is not contrary to the proximity 
principle in waste management. This follows recommendations in 
the Department’s policy document Taking Stock and Moving Forward, 
in the Regional Planning Guidelines for the Greater Dublin Area 2004-
2016, and from the EPA in this regard. 

The Taking Stock and Moving Forward document has also 
recognised the validity of compensating host communities for the 
presence of waste management facilities, through “community gain”.  

The Office of Environmental Enforcement (OEE) has been 
established within the EPA. The EPA has recently reported that 
problems of large-scale illegal dumping of waste, including cross-
border, have reduced, due to improved enforcement and cross-
border co-operation. 

In addition, two new incinerators – one for hazardous waste and 
one for municipal waste – have passed through the planning and 
waste licensing processes, and should proceed to construction, 
though continued public opposition and legal challenges leading to 
further delay cannot be ruled out. 

Notwithstanding progress to date, problems remain, notably: 
• Waste disposal capacity problems exist in many parts of the 

country;  
• There remain legacy issues regarding landfill sites used in 

the past (including illegal sites); 
Despite progress in dealing with large-scale illegal dumping, 

illegal disposal of waste by individual households, whether through 
backyard burning, fly-tipping or unauthorised collection, continues. 
The EPA recently reported that 21 per cent of Irish households are 
not registered with an authorised collection system although it is not 
suggested that all these households are disposing of waste illegally. 

One important driver for illegal dumping is the rapid increase in 
the price of legal waste disposal options, most obviously landfill.71 
OEE 2005 indicates that the average price of landfill disposal has 
risen from typically €10 per tonne in 1996 to in the region of €150 
per tonne in 2004, and in one case is €240 per tonne (see Office of 
Environmental Enforcement, 2005). The impact of these gate fees 
on collection charges creates a strong incentive to use unauthorised 

70 Circular WIR: 04/05, 3 May 2005, Department of the Environment, Heritage 
and Local Government. 
71 This has also doubtless also been a major driver of the increase in recycling. 
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disposal methods: eliminating this at the level of small waste 
producers, particularly households, will represent a challenge. We 
understand, however, that landfill prices have fallen somewhat more 
recently, due to increased competition. 

WASTE ARISINGS 

Table 15.1 summarises waste arisings in Ireland since 1998, based on 
the EPA’s National Databases for various years. There is a clear 
upward trend in waste generation in Ireland, driven doubtless by the 
strong increase in population and economic output. 

However, a number of streams exhibit levels of change that are 
on the face of it unlikely. Construction & Demolition waste is 
particularly noticeable. The National Waste Report 2004 from the 
EPA highlights that significant improvements have been achieved in 
the quality of data collection over time. Given this, caution is needed 
in interpreting the data for earlier years and the growth rates. One 
would expect, however, that municipal and packaging waste data are 
reasonably robust over time. While still growing, there has been a 
slowdown in the rate of growth of municipal waste, and the quantity 
of packaging waste, having been on a strong growth path in the late 
nineties, now appears to be in gradual decline. 
Table 15.1: Waste Arisings in Ireland, 1998-2004 (000 Tonnes) 

 Waste Stream 1998 2001 2004 Annual Avg % Growth 
    1998-01 2001-04 
  % % 

Household 1,221 1,469 1,737 6.4 5.8 
Commercial 755 1,157 1,227 15.3 2.0 
Street Cleaning 81 78 70 -1.1 -3.9 
Total Municipal Waste 2,057 2,704 3,035 9.6 3.9 
Construction & Demolition 2,705 3,651 11,168 10.5 45.2 
Manufacturing 4,876 5,120 5,044 1.6 -0.5 
Mining & Quarrying 3,511 3,334 4,045 -1.7 6.7 
Hazardous 370 492 674 9.9 11.1 
Other 1,915 2,083 1,117 2.9 -18.8 
Total Non-Agricultural 15,434 17,384 25,082 4.0 13.0 
Packaging Waste 683 873 851 8.5 -0.8 
Biodegradable Municipal na na 1,935   
Source: EPA National Waste Database, various years, National Waste Report (2004). 
 

If we compare growth in household, commercial and total non-
agricultural waste with the aggregate real economic growth rate and 
the population growth rate, as per Figure 15.1 overleaf, it can be 
seen that household waste has been growing slightly faster than 
economic growth since 1998, but commercial waste has grown by 
significantly more (large year-on-year variability in the commercial 
waste line has been smoothed out). 
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DISPOSAL TO LANDFILL 

Landfill still dominates as a waste management option in Ireland. A 
total of 6.4 million tonnes of waste was disposed of to landfill in 
2004 (70 per cent of it industrial waste and 28 per cent municipal 
waste). Table 15.2 summarises the quantities of municipal waste 
landfilled in recent years, and the percentage that this presents of 
total municipal waste. 

Figure 15.1: Growth in Household and Commercial Waste Vs Economic and Population 
Growth, 1998-2004 
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 Sources: EPA, National Waste Databases/Reports, CSO, National Income & Expenditure Accounts and 
Population & Migration Estimates. 

 
Table 15.2: Municipal Waste Landfilled, 2001-2004 

 000 Tonnes Percentage Change Landfill Rate* 

  % % 

2001 1,992   87 

2002 1,902  -5 79 

2003 1,833  -4 72 

2004 1,819  -1 66 
Source: National Waste Report (2004). 
*Municipal waste landfilled as a percentage of municipal waste landfilled or 
recovered. Managed waste differs from waste arising due to household waste whose 
disposal method is unknown. 
 

The proportion of municipal waste being disposed of to landfill 
is falling rapidly, as the recovery rate rises (see below). However, 
underlying growth in waste generated is eating up much of the 
improvement: the quantity of municipal waste landfilled fell by 0.8 
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per cent in 2004, having fallen by 4 per cent in 2003 and 5 per cent 
in 2002. 

RECOVERY/RECYCLING 

Table 15.3 below sets out the recovery rates in the main waste 
streams as of 2004, as well as the relevant targets. Since the only 
recovery method in use in Ireland to date has been recycling, the 
recovery rate equals the recycling rate. Improvements in the 
recovery rate in recent years have been remarkable, albeit from a low 
base. Ireland is close to if not already ahead of a number of the 
targets currently in place, notably for municipal waste and packaging 
waste. Municipal biodegradable waste is perhaps the stream furthest 
from its target: a reduction in volumes landfilled by 25 per cent 
between 2004 and 2006 appears unlikely to be achieved. 
Table 15.3: Actual and Target Recovery Rates in Main Waste 

Streams 

Stream Actual Target 
 2001 2004 % Year 

 %            % %  
Household 5.6 19.5 50 2013 
Commercial 23.8 50.8      Note 1  
Total Municipal Waste 13.3 34.0 35 2013 
Construction & Demolition 65.4 85.2 85 2013 
Industrial 25.5 35.4   
Packaging Waste 25.3 56.4 50 2005 
Biodegradable Municipal 15.7 32.6      Note 2  
Source: EPA National Waste Database, various years, National Waste Report (2004).  
Notes: 1. No specific target for commercial waste. 2. The original target for 
biodegradable municipal waste was to reduce the quantity landfilled to 75 per cent 
of the 1995 level, i.e. 0.97 million tonnes, by 2006. Ireland has notified the Cion of 
its intention to avail of a derogation on this requirement, until 2010.  
 
 
 

Recycling of household waste, one of the two main constituents 
of municipal waste, has quite a way to go to reach the 2013 target of 
50 per cent, and would need current momentum to be maintained 
over the period to reach it.72  

The implication is that recycling of commercial waste is making 
up the slack. A 35 per cent overall target for municipal waste 
recycling implies a very modest target for commercial waste 
recycling, and perhaps the balance between household and 
commercial recycling targets should be revisited.  

We can also analyse the breakdown of household, commercial 
and packaging waste, as well as the respective recovery rates, by 
material type, as per Table 15.4. Paper & Cardboard is the most 
 
72 A concern in relation to depending on continued growth in recovery rates is that 
we may be experiencing the take-up of easily exploitable recovery opportunities, 
particularly by commercial organisations, and probably driven in large part by the 
major increase in landfill charges. Looking forward, there may be non-linearities 
and “brick walls”, beyond which further progress will prove difficult. 
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important element in these waste streams, in weight terms. Glass, 
Plastics and Wood also feature, while Organics is the largest single 
element in household waste. Recovery rates vary greatly: significant 
proportions of Paper & Cardboard, Glass and Aluminium are 
recovered from households, but rates for other categories are low, 
notably organics, perhaps reflecting lack of centralised facilities. 
Significant levels of recovery are being achieved across most 
commercial wastes. The same is true of packaging waste, although 
the rates for Plastic and Aluminium are perhaps a little 
disappointing. 

Table 15.4: Household, Commercial and Packaging Waste by Type and Recovery Rate, 
2003 

 Household Commercial Packaging 
 Breakdown

by Weight 
Recovery 

Rate 
Breakdown
by Weight 

Recovery 
Rate 

Breakdown 
by Weight 

Recovery 
Rate 

 % % % % % % 
Paper & Cardboard 21.0 21.6 50.5 49.2 42.5 41.2 
Glass 7.0 49.0 5.6 32.4 13.0 53.0 
Plastic 9.0 6.3 8.8 38.4 20.7 16.7 
Ferrous   1.7 49.3 6.9 56.0 
Aluminium 5.0 16.7 0.5 0.0 1.4 15.1 
Other Metals   0.2 59.9 0.8 0.0 
Textiles 2.0 5.8 0.7 7.6 0.1 0.0 
Organics 32.0 7.7 12.1 10.4 0.0  
Garden 12.0       
Wood   11.1 95.3 10.3 94.1 
Others 12.0 1.0 8.9 51.5 4.2 0.7 
Total 100.0 13.1 100.0 47.4 100.0 41.7 
Source: EPA, National Waste Interim Report (2003), Office of Environmental Enforcement, The Nature and Extent of 
Unauthorised Waste Activity in Ireland (2005).  
* Breakdown of Commercial and Packaging waste streams are for 2001. Breakdown of household stream is for 
2002, as quoted in OEE (2005). 
 

Ireland’s waste management infrastructure remains narrowly 
based, consisting almost exclusively of landfills and recycling 
collection and sorting facilities, as summarised in Table 15.5. 
Table 15.5: Number of Waste Management Facilities, 1998 and 2004 

   1998   2004 
Landfills accepting Municipal Waste 76 34 
Bring Banks 837 1,929 
Civic Amenity sites 30 69 
Households with segregated dry recyclable collection (‘000)* 70 564  
Percentage households with dry recyclable collection*  5.7% 40.7% 
Households with segregated organic waste collection ('000)* 0 52  
* Latest figure relates to 2003.   
Source: EPA, various reports. 
 

The number of landfills accepting municipal waste is now less 
than half what it was in 1998, as old facilities are closed down, and a 
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smaller number of new facilities are opened. Remaining capacity in 
landfills in 2004 was eight years, still too tight for comfort, given the 
tortuous planning process that new facilities must go through. There 
are areas of the country where remaining capacity is significantly less 
than eight years.73 This implies that in some cases landfills will 
continue to be used beyond their design lifetime, with 
environmental implications, or there will be considerable shipping of 
waste around the country. 

The numbers of bring banks and civic amenity sites have more 
than doubled over the same period, and there has been an eightfold 
increase in the number of households with recyclables collection. 

Ireland’s dependence on other countries to manage hazardous 
waste has increased significantly, with the majority of this waste 
being exported. Likewise, the final processing of recyclables 
collected in Ireland is largely occurring overseas, as Irish glass, iron 
and paper processing facilities have closed down in recent years. 
Exporting of waste and recyclables is not necessarily negative: it 
presumably is the most commercial (and perhaps the only) option at 
the moment, and may well be the best option from an 
environmental point of view, if economies of scale in treating such 
waste properly are significant. 

 
 Waste management, like water services, is a decentralised public 

function, managed by the Local Authorities. It differs from water 
services in that over the last decade the Government has made (and 
stuck to) a decision that waste disposal should be largely self-
financing. This, coupled with increasing privatisation of services, has 
meant most activity is not subject to central Government funding. 

15.2 
Lessons from 

Past Plans 

The current National Development Plan anticipated a capital 
investment of €826 million (£650 million) towards the provision of 
waste management infrastructure, broken down as follows: 
• €572 million (£450 million) through the PPP method;  
• €127 million (£100 million) through local authority own 

 resources;  
• €127 million (£100 million) through the Exchequer and EU co-

 funded grant scheme. 
The €127 million grant scheme was to provide support towards 

capital costs of recycling and recovery infrastructure, as provided for 
in the regional and local waste management plans, and capital costs 
of hazardous waste landfills, to be provided in accordance with the 
EPA’s National Hazardous Waste Management Plan. 

The Mid-Term Evaluations of the relevant Operational 
Programmes indicated that slow progress was being made in delivery 
of investments in the waste management area, principally due to 
delays in adoption of regional waste management plans. 

73 Department of the Environment, Heritage and Local Government Waste 
Management – Taking Stock and Moving Forward  (2004), p. 20. 
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While some progress has been made on the physical delivery of 
waste management facilities, most of it outside the aegis of the 
NDP, the question of delivery of this vital infrastructure within 
reasonable timeframes still needs to be addressed. 

There is also a question as to whether current waste management 
structures are as economically efficient as they might be. Two 
factors lead to concerns on this issue: 
(1) The price of landfill disposal in Ireland is currently high by 
international (particularly UK) standards, which could mean that 
either: 

• There may be some inefficiency in delivery of or operation 
of these facilities; 

• Ireland’s landfill infrastructure is of a higher quality than in 
other countries;  

• Landfill operators are exploiting local monopolies to charge 
high prices; or  

• Landfill services provided by Local Authorities are not 
commercially priced.  

We understand that landfill charges have fallen somewhat of late, 
as a result of increased competition, and there may be more scope 
for this. 
 
(2) There are significant economies of scale in the delivery and 
operation of facilities such as landfills and incinerators. The regional 
approach to delivery of waste management services in Ireland may 
not be fully exploiting these economies. 
 
These issues are worthy of further research. 
 
 The availability of waste management services is vital for the 
operation of a modern economy. The policy aims going forward 
should be: 

15.3 
Priorities for 

the Next Plan
• To deliver the optimal combination of waste management 

options for Ireland’s circumstances, determined by the 
relative costs and benefits (financial and environmental) of 
the various options. 

• To facilitate the emergence of a commercialised, 
economically efficient and environmentally responsible 
waste management sector, not necessarily totally privatised, 
but exposed to competitive pressures. 

• To provide adequate capacity to service planned growth in 
the gateways and hubs as identified in the National Spatial 
Strategy is a particular priority. This does not mean that 
each gateway and hub needs to have its own individual set 
of waste management facilities, however, simply that it has 
access to such facilities at economically efficient prices. 

Landfill will remain the single most important type of waste 
management infrastructure in the short to medium term. 
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Notwithstanding increasing diversion of waste to other routes 
(including incineration) over time, there will remain a residue that 
will need to be landfilled. Landfill will also act as the fall back where 
other routes are for whatever reason unavailable (for example, a 
breakdown in an incinerator or difficulties in recycling markets). 
Ensuring adequate landfill capacity is thus the highest single priority.  

As of the end of 2004 there were 34 landfills accepting municipal 
waste in the State. Many of these have limited remaining capacity. 
With modernisation, rationalisation and increasing diversion over 
time, the eventual number of municipal landfills in the State should 
be considerably lower. 

The delivery of other waste management infrastructure is also 
important, and the requirements of the Landfill and other 
Directives, and Government environmental policy, need to be taken 
into account. Furthermore, decisions regarding investments in 
infrastructures – particularly landfills and incinerators – cannot be 
taken in isolation, since they impact significantly on each other’s 
waste supply streams.  

As waste management services are largely self-financing, there is 
a limited role for central Government funding. Provided 
environmental externalities are fully internalised via EPA regulations 
and enforcement, the landfill levy and possibly an incineration levy, 
there should in theory be no need for further public subvention of 
recycling, composting or related activities.   

We would see two exceptions to this general principle: 
• There is an infant industry argument in favour of 

subventing waste management routes other than landfill and 
incineration in the short term at least. This should include 
technical and socio-economic research focusing on their 
usage and potential in Ireland.  

• There remains a legacy issue with regard to the 
environmental impacts of old closed landfills that were not 
operated to adequate standards. The cost of remediation 
work to deal with these sites should not affect current and 
future markets for waste management services. In a 
competitive market this should automatically be the case 
(see discussion of competition issues below). This might put 
an inordinate burden on Local Authorities, however, and it 
would be appropriate for Central Government to fund the 
remediation of old public landfills. The remediation of old 
privately-owned landfills should remain the responsibility of 
their owners, though there is the possibility that the State 
will have to foot the bill in some cases, where private 
owners do not have the resources to do so. Care should be 
taken that this outcome does not become the norm, as the 
consequences for the taxpayer are significant. 

For 2006, Central Government expenditure on waste 
management under the NDP is due to be €10 million for provision 
of recycling infrastructure, and €10 million for remediation works at 
existing landfills (a further €6 million is included under non-
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Exchequer expenditure). We would be in agreement with this level 
of funding going forward. 
Table 15.6: Financial Recommendations 
Measure Recommendation 2006 

(€ million) 
2007-2013 
Average 

(€ million) 
Waste Management Same 26 26 
Note: The 2006 allocation is based on the figures for the NDP and is not directly 
comparable with the MACIF used in Chapter 5. 
 

Beyond public subvention, there is the question of broader 
investment by society in waste management infrastructure. In the 
context of a commercialised waste management industry, the various 
suppliers in the market – Local Authorities and private companies – 
will decide the appropriate level of investment required.  

However, the level of investment in modern landfill and 
incineration will need to increase considerably over current levels to 
deliver the required infrastructure in the medium term, and eliminate 
capacity constraints. Enhanced levels of investment may have to be 
maintained beyond the life of the next NDP. Every opportunity to 
take advantage of economies of scale should be utilised (see Chapter 
11). 
 
 
 



16. ENERGY 

The challenges facing the energy sector in Ireland are 
considerable, spanning a wide range of different areas and a number 
of difficult economic and organisational problems. The international 
context sees rapidly rising demand for energy due to the growth in 
the world economy, which is eroding the potential spare world oil 
and gas capacity. With limited prospects of new finds of fossil fuels 
over the coming decades, it seems quite likely that real oil and gas 
prices will rise substantially in the longer term. In addition, the need 
to tackle the problem of global warming will also lead to increasing 
real prices for fossil fuels. Preparing for a world of much higher 
energy prices will require significant policy changes and significant 
additional investment. This is the context in which energy policy is 
being formulated in Ireland. 

Ireland does not have a natural advantage in the supply of 
energy, except in the area of renewable resources where, with the 
exception of onshore wind, the technologies are not today 
competitive. In order to ensure that increasingly expensive energy 
resources are allocated among users in an optimal manner it is 
essential that in all cases business and households should pay the full 
economic cost of energy: there should be no explicit or hidden 
subsidies, even if Irish costs are higher than among some competitor 
countries. However, every effort needs to be made to ensure that 
the energy required is delivered at minimum possible cost to both 
business and household customers. Policy on investment in energy 
infrastructure needs to take this into account. 

 
 The overall objective of the State in regulating the energy sector is 

to ensure the lowest possible cost of energy in the long term subject 
to supply being secure and subject to meeting the environmental 
constraints. The need for state intervention in the energy sector 
arises for three reasons: 

16.1 
Background 

• The presence of economies of scale in parts of the industry, 
which make competition difficult.  

• Energy is a vital ingredient of modern life and the State has 
an important role in ensuring a secure energy supply, 
including a secure supply of electricity. 

• The negative environmental externalities that arise from 
energy production and consumption (of which the most 
pressing is global warming) require State intervention to 
move the economy to a more sustainable path.  
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Ireland has seen exceptional economic growth over the last 15 
years. However, the growth in energy demand has been much 
slower. For the future the rate of growth of the Irish economy is 
likely to slow (Fitz Gerald et al., 2005), though still remaining more 
rapid than that of the EU generally, while the growth in the demand 
for energy is likely to be slower than that for output. The two 
exceptions to this trend are the demand for energy from the 
transport sector and the demand for electricity.  

Demand for energy use from transport is likely to continue to 
grow for the foreseeable future. While this will require a further 
increase in the supply of energy, even more important, it will pose 
significant congestion problems. The solution lies in moving Ireland 
towards a more sustainable model of development involving less 
congestion. This would, in turn, deliver significant benefits in terms 
of reduced energy use and emissions. This approach underlies the 
recommendations on investment in transport in Chapter 12. 

While the growth in demand for electricity is slower than that of 
GNP, it is still significant. This means that for Ireland to have a 
secure electricity supply, investment in electricity generation and 
electricity transmission infrastructure will be required for at least 
another decade. Significant additional investment will also be needed 
in transmission infrastructure in order to reap the benefits of an 
integrated all-island electricity market. 

This need for new investment makes Ireland rather different 
from the rest of the EU where capacity is generally adequate. The 
cost of the new investment will have to be paid by consumers in 
Ireland over the next decade whereas in many other EU countries 
the cost of the necessary infrastructure has already been substantially 
paid off. Thus, policy measures to minimise the cost of financing 
infrastructural investment will be more important for consumers in 
Ireland than in much of the rest of the EU. 

Ensuring a secure energy supply for the foreseeable future is of 
crucial importance for the health and economic welfare of the 
country. In the case of oil supplies there is limited action the 
Government can take to ensure physical security. While very 
unlikely, physical interruption to supply would have grave 
consequences. In the very unlikely event of it happening it would 
affect all of the EU and an integrated response at EU level would 
offer the best chance of minimising disruption. 

Over the coming decade Ireland is likely to become increasingly 
dependent on gas to supply its energy needs. In particular, by 2010 
the bulk of electricity generation will depend on gas. This means that 
any physical interruption of gas supply could have very serious 
consequences. If such an interruption were to be sustained for more 
than a few days it could see the island of Ireland lose the bulk of its 
electricity supply with very serious consequences for the health and 
welfare of its citizens.  

While the chances of a break in an undersea pipeline are very 
small, if such an event were to occur it would take some 
considerable time to repair. It is for this reason that the second gas 
pipeline to Scotland was of major importance to the energy security 
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of this island. The provision of the second pipeline greatly reduces 
the probability of what was already a very unlikely event. However, 
the vast bulk of the island’s gas supply still goes through a single 
onshore pipeline in Scotland. As a result, it is important that the 
supply of gas from the Corrib gas field is brought onshore as soon 
as possible to enhance the physical security of Irish energy supply. 
In addition, consideration should be given to strengthening the 
onshore gas transmission system in Scotland on which nearly all of 
Irish gas supplies currently depend. 

Ireland, along with other developed economies, faces a much 
greater risk to its economy from sudden shocks to energy prices 
than it does from a possible interruption in physical supply. For 
example, even if there were major disruption in the Middle East, oil 
supplies would still be available – at a price. However, major price 
shocks could have serious economic consequences and the 
regulatory authorities need to consider how best to insure against 
such future shocks. A number of instruments can be used to 
provide such insurance: fuel diversity and financial instruments both 
have roles. The National Treasury Management Agency (NTMA) 
should consider whether the desirability of hedging against such 
risks should affect policy on the portfolio of the national pension 
fund. The regulatory authorities should ensure that consumers are 
aware of potential risks and that, where feasible, suitable instruments 
for hedging risk are available. 

As the price of gas and oil are linked and are both likely to rise in 
real terms it is desirable to have some diversity in the source of 
electricity supplies. For example, undue reliance on gas could be 
limited through a levy on gas used in electricity generation with the 
proceeds of the levy returned to consumers. The need for some 
diversification would suggest awarding some premium to renewable 
energy over and above the market price. Fuel diversity should be 
managed by using market instruments rather than by regulation. 
Research and Development in alternative energy sources will be 
important in securing the long-term security of energy supply for the 
island (see Chapter 19). 

With the full integration of the island gas market consideration 
should be given to developing gas storage facilities either in the old 
Kinsale gas field or else in salt caverns near Belfast. At present it 
does not seem wise for the Irish authorities to specifically encourage 
facilities for the supply of Liquified Natural Gas (LNG). It should 
be left to market forces to determine if and when such a 
development should take place. 

An all-island electricity market is likely to confer significant 
benefits on consumers, reducing the long-term cost of a reliable 
electricity supply below what it might otherwise be. To allow an 
integrated and efficient all-island electricity market to develop, it is 
essential that there is adequate investment in electricity transmission 
to physically link the existing separate systems. It seems likely that a 
second interconnector between Ireland and Britain could produce 
significant benefits for electricity consumers on the island. 
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The structure proposed for the all-island electricity market by the 
two regulators seems likely to provide the best opportunity for 
securing a competitive supply of electricity for consumers on the 
island of Ireland over the next decade. The electricity pool into 
which all generators will sell their electricity, when combined with a 
suitable regime of capacity payments to electricity generators, should 
encourage supply at a minimum price. It should also increase the 
transparency of the regime making for cheaper and more effective 
regulation.  

 
 The very rapid growth in the economy over the last decade has 

seen the demand for electricity and gas rise rapidly. Major 
investment in electricity generation in the early 1980s, in particular 
the construction of the Moneypoint generating station, left Ireland 
with overcapacity in electricity generation by the mid-1980s. 
However, this surplus capacity was gradually whittled away over the 
1990s, leaving Ireland with a shortage of generating capacity by the 
early years of the current decade. This has required the ramping up 
of investment in the utilities sector, especially in new generation, to a 
level previously only seen in the early 1980s. A steady stream of new 
generation capacity will continue to be required well into the next 
decade. 

16.2 
Investment in 

Energy 
Infrastructure

While demand will in all likelihood slow in the next decade, the 
prospect of continuing growth in GNP of around 3 per cent a year 
will see some continuing increase in electricity demand for years to 
come. Over the second half of this decade the demand for electricity 
will rise by around 4 per cent a year (Fitz Gerald  et al., 2005a). With 
peak demand for electricity in the Republic of Ireland currently 
being over 4,500 MW this suggests the need for nearly 200 MW of 
new generating capacity each year. As new base-load power stations 
tend to come in units of 400 MW this suggests the need for a new 
generation station at least every two years. In addition, there will be 
a need to replace some existing stations, partly due to old age, but 
also because of the increasing commercial penalty that fossil fuel 
plant will experience as a result of the need to tackle the problem of 
global warming (Fitz Gerald, et al., 2005b). It is very important for 
the economy that such investment takes place to avoid any 
interruption to supply.74  

In addition to the need for additional electricity generation, the 
electricity transmission system on the island is inadequate for the 
needs of the economy. The constraints, which it imposes raise the 
risk of possible temporary shortages of power and they also raise the 
cost of delivering power to consumers. As a result, there is also a 
need for major additional investment in transmission capacity. The 
current programme of investment in transmission is the largest 
undertaken for decades. 

74 As discussed in Fitz Gerald et al. (2005), such interruptions can be very costly. 
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There are a number of important strategic investments in 
electricity transmission that are urgently needed:  

• First, to make the all-island electricity market work and to 
reduce the costs imposed by current transmission 
constraints, a second electricity interconnector to Northern 
Ireland is vital.  

• Second, it is vital for the interests of the Northern Ireland 
system that the transmission system in the Louth area is 
strengthened to allow export of power to Northern Ireland. 
When this new interconnector is completed it will reduce 
all-island costs arising from transmission constraints and it 
will enhance security of supply and competition on the 
island.  

• Third, in the longer term there may well be a need to invest 
in additional capacity for transferring electricity between the 
island of Ireland and Great Britain. This investment could 
well be important, not so much as a source of additional 
power, but rather to enhance competition and security of 
supply. The completion of this interconnector to Great 
Britain may not be achieved before the end of the NDP in 
2013 because of the difficulties in dealing with physical 
planning regulations both in Ireland and in Great Britain. 

• Fourth, the scope for business to grow in the North- West 
of the Republic could be seriously constrained by the 
absence of adequate transmission. The obstacle to providing 
this infrastructure lies in the physical planning system. This 
issue may not be solved by central Government. Instead the 
relevant local authorities in the BMW region may need to 
choose whether to progress the necessary electricity 
transmission infrastructure or to forego the opportunity for 
any major expansion in business activity. 

Investment in the gas infrastructure was very significant over the 
1990s with the role out of the distribution system and the 
completion of the key elements of the transmission infrastructure. 
The second gas pipeline to the United Kingdom was completed in 
2002. This pipeline was needed to ensure security of supply of gas, 
as well as providing for a long-term increase in capacity. However, 
there are three additional infrastructural projects in the gas industry 
that need to be completed. The first is the bringing onshore of the 
Corrib gas. This gas is needed to enhance supply security on the 
island. This piece of infrastructure will be completed by the 
commercial operator without any implications for charges to 
consumers or the taxpayer. The second piece of infrastructure will 
be the completion of the North-South gas pipeline over the next 
two years. This will be of value to Northern Ireland in enhancing 
supply security there. The benefits to the Republic are likely to be 
smaller. The final piece of transmission infrastructure is the possible 
need to strengthen the onshore transmission in Scotland. At present 
all gas for the island of Ireland comes through a single pipeline in 
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Scotland. This leaves Ireland vulnerable in the case of a very low 
probability event resulting in that pipeline’s rupture. However, the 
need for this investment in Scotland would probably be obviated by 
the successful rapid completion of the Corrib infrastructure. 

Other gas infrastructure issues that need to be resolved are the 
provision of gas storage on the island and also the possibility of a 
LNG terminal being developed. If a company wants to install a new 
LNG terminal in Ireland, providing they meet the necessary (and 
demanding) environmental and planning considerations, it will go 
ahead. However, there does not seem to be a good case for 
Government financial support for such a venture. The gas from 
such a terminal would sell onto what is effectively a British Isles gas 
market. Thus even if the LNG could be bought at a lower price, the 
operator of the terminal would sell it at the going market price. 
Given the small size of such a terminal relative to the British Isles 
market, it would not affect domestic prices in Ireland. While it 
would confer some security of supply benefits on the British Isles 
market, if the recommendations above (on Corrib and the onshore 
pipeline in Scotland) were implemented these benefits would be no 
different than if the terminal were in Great Britain.  

In the case of gas storage the provision of additional capacity on 
the island could enhance security of supply as well as possibly 
cutting the cost of provision by allowing gas to be stored to cover 
the winter peak. Two possible locations are being examined – the 
old gas field off the South coast and possible underground storage 
near Belfast. The economics of such storage remains to be 
determined but, as with the rest of the gas infrastructure, the final 
decision on whether to invest should be done on a purely 
commercial basis. 

 
 To ensure such investment takes place in a timely manner will 

require the establishment of a transparent market that will provide 
adequate incentives for such investment. The new all-island 
electricity market, which will commence operation in July 2007, 
should provide a suitable framework for such investment. The 
market will make “capacity payments” to owners of electricity 
generation where they make a significant contribution to security of 
supply while the spot market price will reward the cost of actually 
buying fuel. Taken together this market should provide adequate, 
but not more than adequate incentives to achieve the necessary 
investment in generation. 

16.3 
Efficient 

Delivery of 
Infrastructure

In the all-island market (pool) each firm will offer to supply 
electricity at a pre-specified price. All firms will know that they will 
receive most of their capital and non-fuel operating costs from 
capacity payments As a result, in the auction to supply electricity to 
the pool each firm will bid in only their fuel costs. This will greatly 
facilitate the information flow to the regulator. The regulator will 
know the price bid by each station and will be able to check that 
price against the price of the fuel delivered to that station. This will 
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facilitate the regulatory authority in its task of ensuring a level 
playing field for all market participants.  

The move to the all-island market will somewhat reduce the 
ESB’s dominant position. In considering the economics of 
enhanced interconnection to Britain the value of such 
interconnection in enhancing competition on the island should also 
be taken into account. The growth in demand for electricity, with 
further new independent generation coming on-stream over the 
coming decade, will also reduce the ESB’s market share. However, 
even after these changes the ESB will still be in a dominant position. 

The operation of the new market structure is likely to encourage 
new investment in generation in segments of the market where the 
existing ESB plant is not very economical. This should see 
significant closure of ESB plant over the rest of the decade to be 
replaced by new plant, generally built by different operators. 
Together with enhanced interconnection to Britain, this should see 
the ESB’s dominant position in the generation sector on this island 
substantially eroded by early in the next decade. 

Finally, the ESB should sell between 500 MW and 1,000 MW of 
plant over the period to 2010. If this happens, with the closure of 
uneconomic plant, the ESB could be allowed to replace some of the 
plant that will close. By early in the next decade this would achieve 
the necessary reduction in the ESB’s dominant position. 

It is important that the operator of the transmission system for 
the all-island market should be established on a basis independent of 
all other players. When this happens consideration should be given 
to transferring ownership of the transmission system in the Republic 
to ESB National Grid. Whoever owns the transmission system it 
will be important that that company would contract with other 
companies, including ESB, to maintain and develop the system, 
ensuring competitive pressure on costs. Where possible, ESB 
distribution and supply should also move to buying in services on a 
competitive basis. This is the model that was adopted by Bord Gáis 
Éireann in the late 1980s and it would make the cost structure of 
operators transparent, facilitating regulation. 

All of this investment in energy infrastructure should be 
delivered on a commercial basis without any requirement for finance 
by the taxpayer. The general principle should be that consumers of 
energy should pay the full economic cost (including negative 
environmental externalities) of energy. Ireland does not have a 
comparative advantage in energy. To subsidise energy consumption 
in any way would lead to an inefficient use of resources. To 
subsidise consumption in any way would then encourage business to 
expand into areas where the cost of producing in Ireland is higher 
than elsewhere, moving the economy away from the sectors where 
Ireland’s long-term competitive advantage lies. As well as 
misallocating resources, a subsidy to energy would further distort the 
economy because of the need to raise taxes to pay for it. For 
example, raising taxes on income to subsidise energy would cause 
significant damage to the economy. 
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However, while the State should not subsidise energy, as the 
regulator it will have a very important role in ensuring that this 
infrastructure is delivered efficiently. As outlined above, the new all-
island electricity market has the capacity to deliver a more 
competitive electricity system. However, as outlined in Bergin, et al. 
(2005b), there is a need for the State to ensure that the ESB disposes 
of sufficient plant to reduce its dominant position in the market. 
There is also a need to streamline the physical planning system to 
ensure that the necessary strengthening of electricity transmission 
takes place within a reasonable time scale (Chapter 11). The State 
will also need to ensure that the necessary legislation is put in place 
to allow the market to function efficiently.  

So far the role of the State in developing the energy 
infrastructure necessary for the economy of the next decade is seen 
as being purely regulatory; the costs will be carried by consumers 
through appropriate commercial charges. However, there are still 
some limited areas where it may be appropriate for the state to play 
a more active role.  

If the appropriate price signals reflecting the cost of emitting 
greenhouse gases were provided by fiscal instruments there might be 
no need for even limited State intervention. However, as reflected in 
Fitz Gerald (2004) the new EU emissions trading scheme (ETS) is 
flawed as it discriminates against renewables by providing an indirect 
capital subsidy to fossil fuel electricity generators. If the EU does 
not reform the EU ETS for the next round by providing for the 
auctioning of the bulk of emissions permits, the market may not 
give the right signals to ensure an economically efficient deployment 
of renewable generation. This may require some support mechanism 
to offset the distortions arising from the failure to auction all the 
emissions permits under the ETS. However, any such support 
should be financed as a charge on consumers rather than on 
taxpayers (through the Public Service Obligation – PSO). In so far 
as support is given for renewables it should be neutral with respect 
to technologies.  

While the EU ETS covers nearly all of electricity generation the 
price of other forms of energy does not reflect the true cost of the 
damage done to the environment through the emission of 
greenhouse gases. With the entry into force of the Kyoto protocol, 
Ireland will face significant costs in complying with the targets set. If 
compliance is achieved through purchasing permits this will see a 
net loss of resources to the economy. A much more efficient 
method of achieving compliance would be to impose a carbon tax 
on all energy not covered by the EU ETS. As the revenue would be 
available to the Government to reduce taxes elsewhere the cost to 
the economy of reaching the required reduction in emissions would 
be minimised. 

Finally, recent studies on energy efficiency highlighted the scope 
for reducing costs through investment in economically efficient 
technologies (see O’Malley et al., 2003 and Sorrell et al., 2004). The 
failure to invest what would appear to be optimal amounts in 
reducing energy consumption arises from market failure. If 
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instruments can be found to effectively counter this market failure 
they would prove worthwhile to implement. However, it is 
important that the effectiveness of energy efficiency policies is 
tested properly. It is not sufficient to show that there is a theoretical 
gain from any particular investment. It is important to establish what 
the effects of such investments are in practise. 



17. TELECOMMUNICATIONS 

The vast bulk of activity in the communications sector is 
resourced entirely on a commercial basis. Within the current NDP 
there is one exception to this in the form of the E-commerce and 
Communications measure. The aim of this measure is to address 
gaps in infrastructure, to maximise the use of existing shared 
infrastructure and to drive demand in new services and activities in 
the sector.  

17.1 
Introduction

Broadband access allows individuals and businesses instant 
access to the internet without dialling-up and provides a much 
higher capacity to access or send large amounts of digital data. It 
constitutes a technology that allows both businesses and individuals 
to change the way they operate. For businesses, broadband allows 
for improved communications and information transfer between 
plants or branches within the same organisation and improved 
communications and information transfer between businesses and 
their customers. This is particularly important in information 
intensive activities in the services sector or the services side of the 
manufacturing sector. Indeed, broadband has provided the basis for 
a range of innovations in business practices, which would not have 
been possible before. The whole range of telephony and data 
services are becoming part of a competitive market for those who 
have access to a broadband connection. Consequently, broadband 
has been identified as a factor that can contribute to increased 
productivity. For individuals the faster information transfer that is 
provided by broadband allows for changes in consumer behaviour 
e.g. downloading individual music tracks rather than purchasing 
entire albums. By providing more convenient and versatile access to 
the internet, broadband should increase PC ownership and usage 
and thereby increase the IT competence of the wider population, 
which in turn might have a positive impact on productivity. It is for 
these reasons that the future of a competitive telecommunications 
market with ready access to a suitable high-speed internet 
connection is of high importance for all businesses and all 
households. 

The nature of the technology suggests that the primary gains 
from broadband are captured by firms and individuals directly so 
that any externalities are limited.75 On that basis public intervention 
would not be warranted. However, the State has an important role 

210 

 
75 This arises out of the fact that individuals or firms can be excluded from the 
service where it is available, which implies that telecommunications infrastructure/ 
services only have very limited public good qualities. 
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as regulator of the sector, especially where there are monopoly 
elements to the provision of infrastructure. It is also clearly desirable 
to increase IT competence in the wider population as this may have 
some long-run benefits. Therefore, one should consider broadband 
a merit good, i.e. one the consumption of which should be 
encouraged, which means that there is a public interest in 
considering issues that prevent the roll-out and take-up of 
broadband. However, this does not provide a rationale per se for 
public expenditure, which is only justified if there are specific market 
failures that cannot be dealt with through better regulation of 
monopolies and which prevent roll-out and take-up. 

 
   Current activity in the NDP has been concentrated on a number 

of areas. First, the Metropolitan Area Networks (MANs) scheme, 
which was launched in 2004, aims at providing open access 
transmission networks in metropolitan areas, either through the 
laying of fibre optic cables or through wireless infrastructures.  
During the first phase of this scheme 27 networks have been 
constructed, of which 20 are managed by e-net. A further 90 
networks were at a stage of advanced planning in the last quarter of 
2005 (see Forfás 2005b). 

17.2 
Current 
Activity

A second scheme is the County and Group Broadband Scheme 
(CGBS) that was also launched in 2004 to promote roll-out of 
broadband services to smaller rural communities of less than 1,500 
people.76 Under the first phase €1.4 million was invested to provide 
broadband access for 36,000 people. The second phase, which has 
been in place since the start of 2005, aims to complete 119 projects 
covering a population of 355,000, which will cost €6 million. If these 
targets are achieved then 22 per cent of the rural and village 
population is expected to be reached through this programme. 

Finally, the Department of Education and Science has been 
implementing a broadband programme – provision of broadband in 
all schools – and nearly all schools are now connected.  

 
 Over recent years a number of issues have emerged in relation to 

broadband. Overall roll-out of broadband has been slow resulting in 
relatively low broadband penetration. In an international 
comparison Ireland ranks second last among EU-15 countries with 
just Greece having lower availability (Forfás, 2005b).  

17.3 
Experience

One reason that has been put forward as a possible constraint to 
broadband roll-out is the low population density. A low population 
density may render a service commercially unviable since the cost of 
providing the infrastructure exceeds the likely return. This is likely to 

76 In 2002 the CSO Census of Population identified 552 small towns and villages with 
a population of less than 1,500 inhabitants, which accounted for a total population 
of 282,469 or just 6.8 per cent of the total population. Just over 1.5 million or 36.7 
per cent of the population reside outside urban centres altogether. 
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be the case in relation to fibre-optic cables, but alternative 
technologies such as wireless technologies could be utilised instead, 
which should reduce the infrastructure cost, since at the margin an 
additional user will not result in additional costs.  

The Forfás benchmarking study highlights the fact that other 
countries with a low population density, such as Sweden and 
Finland, have managed to achieve high broadband coverage. 
However, rather than focusing on density the focus should be on 
urbanisation. For example, while on average there are just 22 
persons per square kilometre in Sweden, 78 per cent of the 
population reside in urban areas. In other words there are a large 
parts of Sweden, which are essentially uninhabited. Providing 
broadband infrastructure in urban areas is considerably cheaper as 
the total cable length required is substantially shorter. Thus, for a 
given investment a larger market can be served resulting in higher 
profitability. Thus, it may not be the low population density in 
Ireland that is the constraint but the spatial pattern of the 
population distribution, which is characterised by low urbanisation 
and excess dispersion compared to most other developed countries 
(see the discussion in Chapter 6). 

Broadband take-up has been slow with Ireland ranked 25th out of 
32 countries in an international comparison, despite the fact that 
demand has increased substantially but from a low base. A number 
of factors contribute to determine broadband take-up. One of the 
key factors has been the structure of the industry and the weakness 
of the regulatory framework. The incumbent had weak incentives to 
invest and the regulatory framework had limited power to regulate 
the crucial monopoly part of the business. For the future, availability 
of broadband will itself determine take-up but demand will 
determine availability. As roll-out of broadband has been slow in 
Ireland it should not be surprising that take-up has been slow.  

Another important determinant is price. In this respect there has 
been a substantial improvement since cost of broadband access has 
reduced over recent years so that the cost of Digital Subscriber line 
(DSL) access has declined from a high €141 per month in 2002 to 
€29 per month in 2005. Of course, prices are strongly influenced by 
the degree of competition in the market place, and indeed the degree 
of competition appears to have increased across platforms and to 
some extent within. Nevertheless, substantial progress still needs to 
be made to increase competition. In the second quarter of 2005 just 
2 per cent of telephone lines had been fully unbundled. In this 
respect the market structure is likely to be the major constraint on 
further rapid development, with the dominant player having little to 
gain from making its network available to other operators. Here 
stronger regulatory intervention is likely to result in significant 
progress. 

Since broadband is primarily accessed through a PC the low 
demand for broadband may be related to the low PC ownership in 
Ireland. As is shown in Table 17.1 overall less than half of 
households had a PC in 2002, and just over 34 per cent had internet 
access. Noticeable is a significant urban-rural divide in the sense that 
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PC ownership is significantly higher in towns with a population in 
excess of 1,500. Interestingly, this difference is not quite as 
significant for Internet access. It is notable that PC ownership and 
Internet Access lags significantly behind mobile phone ownership 
where ownership is in excess of 100 per cent of the adult 
population. The experience with mobile phones suggests that once 
take-up reaches a certain level private demand will develop rapidly.  
Table 17.1: Percentage of Households with Personal Computer (PC) 

and Internet Access by Type of Area 

Area type PC Internet 

Towns 1,500+ 45.3 35.9 
Towns 1,000-1,499 35.1 27.0 
Towns 500-999 36.2 27.8 
Towns under 500 but at least 50 houses 35.6 26.7 
Rural – outside urban 41.7 32.1 

ggregate Rural Area (all areas outside of towns 
with a population in excess of 1,500) 40.6 31.1 

State 43.5 34.1 
Source: CSO Census of Population (2002) Volume 13. 
 
 Broadband can be regarded as a merit good. Thus, its provision 
and take-up should be encouraged. The merit good characteristic 
alone is not sufficient, however, to justify large-scale public 
intervention. Nevertheless, there are a number of issues that do 
require attention.  

17.4 
Recommendation

The interrelated low supply and demand for broadband can 
potentially be resolved through the market. However, the State still 
has an important regulatory role and there must be concern that 
regulatory problems have slowed the deployment of new 
technology. The regulatory powers of Comreg and the Department 
of Communications, Natural Resources and Marine may need 
strengthening to deal with the industry, in particular in dealing with 
the dominant incumbent Eircom. The current model of regulation is 
designed to deal with a situation where the incumbent faces effective 
competition through technical change giving rise to competing 
technologies. However, new technologies do not appear to be 
providing such competition effectively and the telephone wire (or 
optical fibre) connection to individual homes and businesses 
remains a key in providing broadband services.  

As a result, the regulation of this key link and the powers of the 
regulatory authorities need strengthening. The regulator should 
ensure that the key final link to individual households is made 
available to competing suppliers of telecommunications services at 
minimum cost, subject to maintaining and developing the network. 
The investment in this final link is a key part of the national 
telecommunications infrastructure and is a de facto monopoly. The 
incumbent can potentially limit access for competitors through 
pricing or connection policy. The regulatory authorities have taken 
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action to ensure that this does not happen. However, the incumbent 
also has a strong incentive to get a return on its capital investment in 
a very short space of time, giving rise to a potentially very high long-
run rate of return.  

As with other vital infrastructure this key part of the system is a 
long-term investment and the regulator should have the power to 
control pricing so that the monopoly provider achieves its return 
over the life time of the asset, not just in the first few years. In 
addition, the regulator needs to have the power to require adequate 
investment to be made in upgrading the system. 

Because of its monopoly status, and the resulting relatively 
certain return for investors, it is appropriate to allow a relatively low 
rate of return on this investment related to the interest rate on 
corporate bonds. One of the problems with the current situation has 
been that Eircom has a high level of debt finance. This could restrict 
the regulator’s freedom of action. It means that if the regulator 
forces a pricing regime that involves temporary losses as the firm 
builds up business, it could pose financial difficulties for the firm.  

 The takeover of Eircom in 2001 and 2006 and the leveraging of 
that investment by new owners in 2001 restricted the company’s 
ability to invest and price for the long term. In turn this has put 
pressure on the regulatory authorities to be less exacting on the 
incumbent. The recent takeover compounds these problems. It is 
now important that the regulatory authorities are given the powers 
to regulate the monopoly element of the business to promote long-
term development of the telecommunications system.  

Demand has increased strongly over recent years and this is likely 
to stimulate further roll-out of broadband. Demand can be further 
stimulated at no (or relatively low) cost to the Exchequer in a 
number of ways. Resources have already been devoted to providing 
broadband access for every school in the country. However, it is not 
clear exactly how this access is to be used. The obvious use is for 
computer studies classes. However, a more progressive approach 
would be to integrate the use of information technology including 
broadband in all subjects. This clearly requires the curriculum to be 
developed appropriately. This would develop IT competence among 
pupils and stimulate broadband demand at home as broadband 
access becomes an integral part of the education system. It is 
difficult to recommend the most appropriate mechanisms through 
which this should be done. Therefore, a number of different 
approaches should be developed and piloted in schools.  

A further stimulus to broadband provision can be provided by 
Local Loop Unbundling (LLU) as this will generate additional 
competition. This should result in greater product variety and lower 
prices, thereby stimulating demand. Rather than requiring exchequer 
resources this can be achieved through effective regulation. 

As was indicated above, the spatial distribution of the population 
in Ireland is such that provision of broadband infrastructure by the 
private sector in some areas may be slow and, indeed, without public 
intervention some areas may never receive provision. In this case 
there is a clear market failure, which needs to be assessed 
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thoroughly. The fact that a particular area does not have broadband 
access is in itself not sufficient to warrant intervention if there is not 
local demand for that service. This point is important since if no 
demand exists the resources expended on broadband infrastructure 
will have been wasted, at least in the short term.77 In general the use 
of wireless facilities, which could be put in place in response to 
demand from the private sector, which would then require a lower 
level of subsidisation, is preferable, especially outside of the centres 
designated in the NSS.  

CBGS has already made a significant impact on providing 
infrastructure in smaller more remote communities. Likewise MANs 
have also progressed. A key issue affecting these networks is proper 
integration into the wider national infrastructure to allow for 
backhaul. The lack of this backhaul facility may be deterring the take 
up-of these facilities by service providers. As these facilities are 
already in place, or at the stage of advance planning, there is a risk 
that the resources that have already been devoted will be wasted. 
Included in the recommendation in Table 17.2, is a provision for 
limited support to linking these local infrastructures to the backbone 
infrastructure which should be considered. In order to ensure value 
for money such links should only be provided if a service provider 
can be found for the network and this service provider should be 
required to make a contribution to the cost of linking the network. 

More important than any financial provision by the State will be 
the implementation of an appropriate regulatory framework. The 
current framework may need strengthening to deal with the 
monopoly elements of the system and to ensure that they are 
managed in a way that produces an appropriate long-run rate of 
return for the owners while at the same time delivering a cost-
effective service to consumers. 
Table 17.2: Financial Recommendation 
Measure Recommendation 2006 

(€ million) 
2007-2013 
Average 

(€ million) 
E-Commerce Reduce 26.7 20 
Note: The 2006 allocation is based on the figures for the NDP and is not directly 
comparable with the MACIF used in Chapter 5.  

 
77In this respect the experience in Northern Ireland is instructive, in that it shows 
that broadband availability does not guarantee high take-up rates. While there is 100 
per cent broadband coverage take up is limited to 25 per cent of households, 
representing 52 per cent of households with internet access (OFCOM, 2006). 



18. HUMAN RESOURCES 

It has been argued that the expansion in educational participation, 
at both second and third level has been one of the main factors 
underlying Ireland’s rapid economic growth during the 1990s 
(Fitz Gerald, 2000). As noted in Chapter 2 of this report, human 
capital is of particular importance to growth and competitiveness.  
The rapid development of Irish society over the past four decades 
entailed a process of occupational upgrading to meet the skill needs 
of a rapidly modernising economy and, as a consequence, 
educational credentials have come to assume major importance in 
determining the economic prospects of individuals (O’Connell, 
2000).  

18.1 
 Context 

Forecasts of future skill needs indicate that high skilled 
occupations will continue to expand over the medium to long-term 
and emphasise the need for continued investment in human capital, 
and the continuation of high demand for higher education 
graduates (Sexton, Hughes, McCormick and Finn, 2001; and 
Sexton, Hughes, Casey, Finn, and Morgenroth, 2004). In a context 
of ongoing rapid changes in the technology and organisation of 
production and service delivery, education and skills have come to 
assume central importance both for macroeconomic performance 
as well as for the labour market prospects of individuals. Increasing 
productivity and enhancing productivity in the future will require 
additional investment in research and development and in the 
expansion of tertiary education, at undergraduate as well as post-
graduate levels.   

 
 In pursuit of the two objectives of economic development and 

social progress, the Irish education and training system is 
confronted with two major challenges: (1) to produce a highly 
educated population and labour force by the standards of other 
advanced countries; and (2) to ensure that the educational system 
serves all members of society in promoting equality of opportunity 
in initial education and in access to continuing vocational education 
and training.  

18.2 
Strategic Goals 

in Human 
Resource 

Development 

Irish educational outcomes are now broadly in line with the 
average among OECD countries, but they lag behind the best 
performers. If Ireland is to achieve its objectives of further 
economic development and social progress it will need to increase 
investment at all levels to match those of best practice countries.  

In terms of educational attainment, the adult population is 
polarised: Figure 18.1 shows educational attainment of the 
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population aged 25-64 years, thus including the main age groups 
from which the workforce is drawn. Ireland compares favourably 
with other EU countries in the proportion of the working age 
population with higher levels of educational attainment: 25 per cent 
of the population in this age group in Ireland have third level 
qualifications, compared to an EU average of 21 per cent. However, 
Ireland also has a larger proportion at low levels of education: 40 
per cent of the population aged 25-64 years in Ireland have lower 
secondary education, or less, compared to an EU average of 38 per 
cent, and to only 17 per cent in Germany, 19 per cent in Sweden, 
20 per cent in Denmark, and 25 per cent in Finland. In this respect 
Ireland falls short of the leading countries with which it must 
compete.  
Figure 18.1: Educational Attainment of the Population Aged 25-64 

years, 2002 
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Source: Department of Education and Science, Annual Report, 2003. 
Data presented in Appendix Table A6.1. 
Low attainment = Lower Secondary education or less. 
Medium attainment = Completion of Upper Secondary education. 
High attainment = Third level education.  

 
Closely related to the objective of increasing the supply of highly 

skilled labour is the need to reduce the share of those with low 
skills. The number of people leaving the initial education system 
without upper secondary education is about the OECD average but 
well above best practice examples (OECD, 2006). This requires 
actions to reduce early school leaving and raise rates of completion 
at upper secondary level. It also requires a substantial increase in the 
provision of continuing vocational education and training to those 
who have already entered the labour force. However, Ireland is 
below average in terms of the extent of participation by employees 
in continuing education and training (OECD, 2006). It is also well 
established that participation in continuing education and training is 
strongly related to educational attainment, with the result that those 
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with lower education are much less likely to participate in training 
to upgrade their skills than those with higher levels of education 
(O’Connell, 2005). Therefore, raising the educational attainment 
rate will also raise the participation rate in training. 

Given the demographic changes discussed in Chapter 4 of this 
report, Ireland faces a long-run decline in the number of new 
entrants to the labour force. This means that, in contrast to the 
situation in the 1990s, increasing the skill profile of the workforce 
must rely heavily on upskilling those already in the labour force. 
This means that in addition to investing in initial education, it is 
increasingly necessary, on both efficiency and equity grounds to 
invest in lifelong learning of those already in the labour force (Task 
Force on Life-Long Learning, 2002). 

While the proportion of the working-age population with third 
level qualifications is Ireland is higher than the European average, 
this sector is crucial to increasing productivity and maintaining 
competitiveness. Increased investment in the third-level sector is 
needed to provide for growing enrolments, to enhance standards, to 
expand post-graduate education, and, as outlined in recent 
announcements, to develop linkages between learning, research and 
the enterprise sector (see Chapter 19).  

 
 

EDUCATION 18.3 
Current 
Activity 

There has been a decline in full-time enrolments in the primary and 
second-level sectors of 5 per cent and 9 per cent respectively over 
the period 1996/7 to 2003/4 (Figure 18.2). Primary enrolments 
reached their lowest levels in 2001 but have increased somewhat in 
subsequent years. At the same time, full-time enrolments in third-
level education have increased by over a third over their 1997 levels. 
It should also be noted that there has been an increase in part-time 
enrolments within third-level institutions (from 25,000 in 1997/8 to 
34,000 in 2003/4).  

The number of children under the age of  9 years is projected to 
increase by over 15 per cent between 2005 and 2015 while the 
numbers aged 10 to 19 years of age are projected to increase by 5 
per cent (see Chapter 4 and Fitz Gerald et al., 2005). Therefore, the 
primary school-aged population is expected to increase significantly 
(by 18-29 per cent) while the second-level school-age population is 
expected to decline until 2011 and increase thereafter (CSO, 2004). 
Even without any changes in participation rates within second level 
education, resource requirements are consequently expected to 
increase substantially in the primary sector with somewhat more 
modest additional requirements at second-level over the lifetime of 
the National Development Plan. 
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Figure 18.2: Enrolments in Full-time Education by Sector 1997-2004 (aided 
institutions only) 
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Source: Department of Education and Science, Statistical Reports, various years. 
 

Reductions in both the number of primary and second-level 
pupils have reflected demographic trends rather than changes in 
participation rates. After a marked increase in retention to Leaving 
Certificate level during the 1980s and early 1990s, rates of Leaving 
Certificate completion have plateaued since the mid-1990s, with just 
under a fifth of young people leaving school without senior cycle 
qualifications78 (Figure 18.3).  
Figure 18.3: Qualification Level of School Leavers 1980-2004 
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78 Even allowing for participation in post-school apprenticeships, 17 per cent of 
young men and 15 per cent of young women are not on routes leading to senior 
cycle qualifications, a higher proportion than in several other European countries 
(see Appendix 4). 
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Figure 18.4: Admission Rates to Higher Education, 1980-2004 
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Rates of admission to higher educa
d matically from 36 per cent in 1992 to 55 per cent in 2004 (Figure 
18.4). Indeed there is nothing to suggest that declining population 
numbers in the higher teenage years has led to any decline in the 
numbers attending third level education. The absolute number of 
full-time students increased by almost 12 per cent between 1999/00 
and 2002/03 and that of part-time students by 10 per cent. It 
should be recognised that part-time students are an important 
component of higher education, representing about 21 per cent of 
all students in higher education. While young people from 
professional, employer and managerial backgrounds continue to be 
over-represented in higher education, the expansion in enrolments 
has facilitated some improvement in third-level participation among 
young people from working-class backgrounds (O’Connell et al., 
2006). 

Enrolment at tertiary level has almost tripled form 37,000 in 
1979/80 to 134,000 in 2003/4. Notwithstanding the scale of 
expansion of the sector the demand for graduates continues to be 
strong. Graduate employment prospects have remained buoyant as 
evidenced by the Annual First Destinations Surveys published by the 
HEA and private returns to higher education continue to be strong 
(OECD, 2005a).  
Table 18.1: Number o

Institutions (aided by the Department of Education) 

 1999/00 2002/03 % change 
Full-time 115,696 129,283 11.7 

Part-time 31,469 34,680 10.2 

Total 147,165 163,963 11.4 
Source: www.hea.ie
 

As well as changes in demographic patterns and rates of 
due cational participation, recent years have seen increasing diversity 

within the educational system. There has been some movement 
from a culturally homogenous society to a more culturally diverse 
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Countries, 2002 

one, with increasing numbers of people with non-Irish nationality 
living in Ireland. Diversity is also evident in terms of the ‘ability’ 
mix of students within schools. There has been a decline in the 
number of pupils attending special schools since the 1990s with a 
greater policy emphasis on inclusion. However, little is known 
about the consequences of increasing diversity at the school level in 
terms of resource requirements and day-to-day teaching and 
learning.  
Table 18.2: Public Expenditure on Education, Ireland and Selected 

 Ireland Finland Netherlands UK OECD 
Per Capita 
Expenditure in 
US Dollars       
Primary 4,180 5,087 5,558 5,150 5,313 
Secondary 5,725 7,120 6,823 6,505 7,002 
Tertiary 9,809 11,768 13,101 11,882 10,655 

      
Total Public  
Expenditure, 
All Levels,  
as % of GDP 4.4% 6.4% 5.1% 5.3% 5.4% 

S 005a), Education at a Glance: OECD Indicators, 2005. 
N hasing P riorities for GDP. 

public expenditure on 
education for Ireland, selected other countries, and the OECD 
ave

the

 2005a). There is some 
evi

ource: OECD (2
ote: Using Purc ower P

 
Table 18.2 shows comparative data on 

rage. On a per capita basis, and expressed in US dollars and 
adjusted for purchasing power parities, Irish expenditures in 2002 
fell short of expenditures elsewhere, and the gap was particularly 
large in respect of primary and secondary expenditure. The ratio of 
educational expenditure to GDP was also lower than the OECD 
average, and lower than any other country reported in Table 18.2. 
Indeed, by this measure, Ireland ranks 25th out of 28 OECD 
countries in the share of GDP devoted to public educational 
expenditure. If the ratio is adjusted for the GNP/GDP gap in 
Ireland, then this would bring Ireland closer to the OECD average, 
but Irish spending remains lower than in other advanced societies.   

Expenditure on higher education in Ireland in 2002 was closer 
to the average OECD expenditure per capita, although, well below 

 leading countries. Higher education has expanded dramatically 
in recent years: enrolment at tertiary level has almost tripled from 
37,000 in 1979/80 to 134,000 in 2003/4.  

Graduates from third level earn a substantial premium over 
those with lower qualifications (OECD,

dence to suggest that the return to third level, compared to no 
qualifications may have declined somewhat (from about 100 per 
cent in 1994 to about 80 per cent in 2000), but these returns 
nevertheless remain significant (Barrett, Fitz Gerald and Nolan 
(2002) and the discussion in Chapter 2). The evidence also suggests 
that investment in human capital over the 1990s increased the 
supply of skilled labour sufficiently to dampen high-skilled wage 
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that expenditure on education and training 
ublic providers and bodies amounted to 

e region of €1 billion in 2003. This figure includes 
bo

ture on Assisting Unemployed Individuals 

oyed individuals 
 in 2003. Some 

inflation (Bergin and Kearney, 2004). The investment thus 
contributed both to competitiveness as well as to reduced earnings 
dispersion, and thus to equality and social inclusion objectives. 

If Ireland is to achieve further economic growth, enhanced 
productivity and competitiveness, and social progress, it will n

match its leading competitor countries in terms of both 
investment in as well as outcomes from, tertiary education. As such 
the recent increases in expenditure announced in the 2006 Budget, 
as well as initiatives to support institutional reform at third level are 
to be welcomed. The available evidence thus points to a strong 
economic case for investment in higher education 

CONTINUING EDUCATION AND TRAININ

In discussing continuing vocational education and trai
is useful to distinguish between training for those in
versus training to assist the unemployed. 

CET for Employed Persons 

O’Connell (2005) shows 
of employed persons by p
about €173 million and supported the training of about 260,000 
workers in 2003. About €124 million of this was accounted for by 
apprenticeship training of about 27,000 young entrants to 
designated trades. This would suggest that outside of  
apprenticeship programmes, which should, in any event, be 
classified as Initial Vocational Education and Training (IVET), 
State funding to support the training of persons in employment – in 
the region of about €49 million in 2003 – is on a very modest scale. 
In addition, there was public expenditure of about €41 million on 
part-time enrolments at third-level institutions. While no direct 
correlation exists between part-time enrolments and labour market 
status, approximately 90 per cent of part-time students are also in 
employment.  

Total expenditure by employers on training costs is estimated to 
have been in th

th the direct costs of training, including tuition fees, and the wage 
costs of employees while engaged in training. Of about €45 million 
paid in private fee expenditure, some of this amount is already 
included in the €1 billion expenditure from employers, where 
employers pay for, or subsidise, part-time study at third-level 
institutions.  

Public Expendi

State expenditure on training to assist unempl
secure work accounted for about €270 million
proportion of these programmes may, of course, also be regarded 
as contributing to the productive capacity of the economy as well as 
the employability of their participants. Programmes targeted at the 
unemployed encompass a far wider range of measures than is 
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2 Months, 25-64 Year Age 

captured by the training data above. NESF (2006) shows that about 
€1 billion is spent per annum on the active labour market 
interventions, employment and social inclusion mainly aimed at 
helping people into work. Nonetheless, State investment in CVET 
is modest, particularly so in respect of training of employed 
workers. Table 18.3 shows comparative data on participation in 
non-formal learning, which mainly encompasses learning outside of 
the mainstream educational system. 
Table 18.3: Participation Rate in Non-formal Learning by Employed 

and Unemployed in Last 1
Group, 2003, Selected Countries 

 Employed Unemployed 
 % % 
Greece 6  7  
Hungary 6  5 
Italy 7  2 
Portugal 11  9  
Spain 12  16 
Netherlands 13  9  
Poland 15 4  
Germany 16  12  
Czech Republic 17  6  
Ireland 17  12  
EU-25 21  14  
France 25  20  
Cyprus 25 13 
Belgium 26  13  
Slovakia 29 7  
Austria 30  25  
United Kingdom 42 26  
Finland 50  25 
Denmark 53  41  
Sweden 53 24  
Source: Ireland: Derived from CSO Quarterly N al Household Sur 003 Q2, 

n Life-long Learning, micro data. All o untries: Fox (2003).  

on-formal training in the previous twelve months., compared with 
an 

ation vey, 2
Module o ther co
 

In Ireland about 17 per cent of the employed participated in 
n

average of 21 per cent across the EU-25, and well below 
Denmark, Sweden and Finland, where over 50 per cent of 
employees participated. In most countries, participation in non-
formal training is higher among the employed than the 
unemployed. In Ireland, 12 per cent of the unemployed indicated 
that they had participated in non-formal training, compared to 14 
per cent across the EU-25 as a whole, and, again, well behind the 
leading countries, that included Denmark, Finland Sweden and the 
United Kingdom. 
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 I
Investment 

Priorities 

are
investment and by the evidence that such investment, where 
appropriate, pays dividends to both individuals and to the economy. 
Investment priorities for the post-2006 period should be consistent 
with the needs of a rapidly growing economy seeking to increase 
productivity as well as to promote equity and social inclusion. In 
general the priorities for human resources investment relate to: 

• Meeting the skill needs of the economy. 
• Achieving equity of access to education. 
• Reduction of early school leaving. 
• To support the development of a kno

innovation based economy, produ
of well-educated graduates from higher education and 
development of a strong research capacity, linked to the 
needs of enterprise and public policy. 
Promoting lifelong learning for both the employed and 
unemployed. 

Th e priorities are consistent with the Lisbon Agenda and with 
rities of the N

erprise, Trade and Employment) and the high level objectives in 
education identified by the Department of Education and Science.  
In summary the strategic objectives by level are as follows: 

EARLY-CHILDHOOD EDUCATION 

• Most studies indicate that early ch
enduring benefits in terms of bet
enhanced social skills in later life. However, Ireland is 
below average and lags well behind the leading countries in 
the proportion of 3-5 year olds in pre-primary education 
(OECD, 2004; Goodman and Sianesi, 2005).  

RY EDUCATION 

• Investment in phys
standards. 

• Investment in programmes to counter social disadvantage 
and poor e
school failure and dropout which has a high social return 
(see Morgenroth, 1999). 

DARY EDUCATION  

• Currently just under one-fift
without having completed 
discussed below. This is an unacceptable wastage of human 
resources and it should become a core objective of the 
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HIGHER EDUCATION 

 education is essential to support the 

• l complementary priority, and one that is a 

CONTINUING EDUCATION AND TRAINING  

tment 

With many of those who experience 
dif

 major priority remains 
the

second-level system that every student should complete 
either a Leaving Certificate or its equivalent (NESF, 2006).  

• Investment in higher
development of an economy based on learning and 
innovation. The two priorities in higher education are (1) to 
maintain a strong stream of well educated graduates to fill 
technical and managerial positions in the labour market; 
and (2) to support the growth of research in higher 
education institutes, with strong linkages to the private 
sector. These priorities are reflected in the commitment of 
greater resources to higher education and in developing the 
research infrastructure and in providing ongoing support 
for research. 
An additiona
core component of national objectives is to widen access to 
higher education. This includes not only those from 
disadvantaged socio-economic backgrounds, but also 
mature students and students with disabilities. Some 
progress has been achieved in respect of the former two in 
recent years, but there has been much less progress in 
improving access for students with disabilities.  

• Ireland falls well below the leading countries in inves
in the ongoing training of employed workers. This, 
combined with the decline in the new entrants to the 
labour force, suggests the need for increased investment in 
continuing education and training. There is a strong 
argument for targeting public investment in continuing 
education and training towards the lower skilled, because 
they are less likely to participate on the basis of their own 
resources, and upgrading the skills of the low skilled has 
the potential to meet skill shortages. Training of individuals 
with greater endowments of human capital is more likely to 
be funded by their employers, particularly where the 
returns to such training, both to employers and employees, 
may be more apparent. 
 low unemployment, 

ficulties in finding employment, particularly the long-term 
unemployed, suffer a range of diverse difficulties. Programmes to 
assist their reintegration to the labour market need to be intensive, 
client centred, and effective (NESF, 2006). 

At both primary and secondary levels, a
 needs of those children who are currently being failed by the 

system. Their difficulties are multi-faceted and while the outcome is 
educational failure and/or dropout, the answers to the problem are 
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emerging priority, deriving from the success of the 
Ce

meeting the 
ski

ntinued 
pro

ents are required in 
the

not to be found within the educational system alone. It will be 
important to integrate measures to address educational disadvantage 
with other measures to counter poverty and social exclusion (see 
Chapter 9). Within the education system, there is also a strong 
rationale for the expansion of pre-school and early childhood 
education for disadvantaged groups (see Chapter 22). At second-
level, a key objective should be the 20 per cent of school leavers 
who leave without having completed the Leaving Certificate. In 
both sectors, also, it will become essential to devote more resources 
to meeting the needs of pupils with physical and learning 
disabilities.  

A newly 
ltic Tiger and the associated immigration of new workers and 

their families, is the increase in national, ethnic, cultural and 
religious diversity in Irish schools. Such diversity is directly related 
to economic success, and is to be welcomed in its own right, but it 
does require additional resources to ensure that the ‘New Irish’ 
children are successfully integrated into Irish society, into the 
educational system, and, eventually, the labour market.  

In higher education, the key strategic objectives are 
ll needs of the economy and widening participation in higher 

education to groups that have heretofore been under-represented. 
Participation rates have increased strongly in recent years, and while 
Ireland is about average in terms of participation rates in higher 
education, it falls behind some of the leading, high-skills high-
productivity countries that we may wish to emulate. While it should 
be acknowledged that substantial numbers of young Irish people go 
abroad to take up higher educational opportunities, mainly in the 
UK, little is known about the return migration patterns of such 
students. However, to the extent that they remain abroad they 
represent a loss of talent to the Irish economy and society.  

Investment at third level needs to promote the co
duction of a strong steam of well-educated graduates to take up 

positions in science, technology, management, the caring 
professions, and in the formation and implementation of public 
policy. Investment is also needed to support the expansion of post-
graduate education to underpin increased research activity in key 
strategic areas – the expansion of the so-called “Fourth Level” of 
education and research. Increased investment also needs to be 
accompanied by institutional reforms to enhance both teaching and 
research in order to maximise the effectiveness of the sector and its 
responsiveness to economic and social needs.  

Accepting that substantial additional investm
 tertiary sector to serve national efficiency and equity goals, the 

question then becomes one of where those resources are to come 
from. Further investment in higher education should be framed in a 
context where it is well established that the private returns to higher 
education are high. This provides a strong argument for some 
sharing of the burden of the cost of higher education through the 
re-introduction of fees. A recent OECD report (2006) argues that 
the re-introduction of fees would also have additional benefits in 
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EDUCATION 

Capital Expenditure 

nfrastructure development focuses on 

 the 

• pments should be 

• ation of design, design and build contracts, and 

Current Expenditure 

er countries has indicated that the provision of 

terms of efficiency and responsiveness of institutions to their 
stakeholders.  

Primary and second-level i
new build and refurbishment. Given demographic trends and the 
need to upgrade existing facilities, investment in infrastructure at 
both primary and second-levels will be required. The framework for 
investment decisions should incorporate the following criteria: 

• Infrastructural development should be responsive to
regional and local demographic trends and should be linked 
with land-use planning under the National Spatial Strategy 
and the Regional Planning Guidelines; 
Developers of new residential develo
required to provide serviced sites and possibly school 
buildings as part of integrated residential development 
schemes; 
Standardis
bundling of projects will help in maximising value for 
money. 

Evidence from oth
high quality early childhood education targeted at disadvantaged 
groups has positive consequences for young people’s retention 
within the educational system as well as their longer-term life-
chances. Investment in early childhood education has been assessed 
to be cost-effective; each dollar spent on one intervention in the US 
(the High/Scope Perry Program) yielded savings in public 
expenditure of $12.9 per participant, due to higher employment 
rates, lower welfare dependency and lower crime rates among 
programme participants (Belfield, et al., 2006). Currently, 
participation in pre-school education in Ireland is low by European 
standards and the Early Start Programme (targeted at children from 
disadvantaged backgrounds) covers just 3 per cent of the cohort 
entering junior infant classes in primary schools. The new Delivering 
Equality of Opportunity in Schools Programme (DEIS) allows for support 
for early childhood education in the schools serving the most 
disadvantaged communities. However, there is a strong rationale 
for the expansion of pre-school provision for disadvantaged groups 
beyond current and proposed levels, given its likely contribution to 
lower rates of educational underperformance and early school 
leaving. Such provision should be subject to on-going monitoring 
and evaluation to ensure it achieves these objectives. This 
monitoring should take account of the quality framework being 
developed by the Centre for Early Childhood Development and 
Education and the curriculum framework for early childhood 
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re per student on primary and second-level education 
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antaged students 
hav

um class sizes of 
20 

education developed by the National Council for Curriculum and 
Assessment. 

Expenditu
Ireland remains below the OECD average (OECD, 2005a). Due 

to demographic trends, even maintaining the status quo in 
provision will require additional resources, especially at primary 
level, over the time frame of the Plan. However, there is a case for 
additional targeted expenditure on certain key areas over and above 
that required by increasing numbers of pupils. Targeting additional 
resources on schools serving disadvantaged communities has been a 
feature of educational policy since the 1990s. Such an approach has 
a strong rationale given that examination  performance is lower, and 
rates of early school leaving higher, in schools with a sizeable 
concentration of students from disadvantaged backgrounds (Smyth, 
1999; McCoy et al., 2006). Furthermore, there is a persistent 
significant gap between designated disadvantaged and non-
disadvantaged schools in the reading scores of their pupils (Eivers et 
al., 2005). The new DEIS initiative proposes to change the nature 
of resource allocation to schools serving disadvantaged 
communities. The intention to integrate previously fragmented 
initiatives under one umbrella is to be welcomed.  

To date educational interventions for disadv
e varied in the criteria used to target schools and/or students 

and have fallen under the jurisdiction of a range of agencies. The 
increase in the allocation to designated schools is likely to help to 
bridge the gap between the resources of schools serving 
disadvantaged communities and those of other schools. However, 
not all young people from disadvantaged backgrounds attend 
designated disadvantaged schools. The Giving Children an Even Break 
initiative had established the principle of providing more gradated 
support for schools catering for different levels of disadvantage. 
However, second-level students not attending designated 
disadvantaged schools do not receive any extra assistance at 
present. It is recommended that, in addition to the additional 
funding targeted on schools serving the greatest concentration of 
disadvantage through the DEIS initiative, funding should be 
provided for schools with somewhat lower levels of disadvantage 
on a gradated basis; this would be analogous to the approach taken 
by Giving Children an Even Break at primary level.  

The DEIS initiative proposes to secure maxim
in the junior classes of the 180 primary schools with the highest 

concentration of disadvantage, while maintaining existing maximum 
class sizes for schools previously involved in the schemes for 
designated disadvantaged primary schools. This maximum 
represents an increase over that adopted for the Breaking the Cycle 
scheme (15) and is higher than the threshold specified as securing 
benefits in international studies. While the further reduction in 
maximum class sizes for the senior classes (to 24 in the schools 
serving the most disadvantaged communities) is to be welcomed, 
international research has indicated that the benefits of smaller class 
sizes accrue to children who are allocated to classes with fewer than 
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targeting of expenditure at schools serving disadvantaged 
com

nsiderable potential to achieve a 
fur

 

17 pupils over a sustained period of time.79 It is recommended that 
additional funding be allocated in order to bring the maximum class 
size for junior years to 15 in order to maximise the learning of 
children at this crucial stage of their engagement with the school 
system. 

The 
munities and the reduction in class sizes are only likely to be 

successful in so far as they are underpinned by measures to improve 
student educational progress and retention more generally, a 
perspective that is taken on board in the DEIS policy document 
(Department of Education and Science, 2005c). Measures to 
promote literacy and numeracy are a key priority, given how 
fundamental these basic skills are to later educational attainment 
and even adult life-chances. Such measures should take account of 
international best practice and schools should take advantage of any 
reduction in class sizes to focus on the development of appropriate 
pedagogical practices. These literacy/numeracy measures should be 
underpinned by learning support provision for those students who 
experience particular difficulties. The adequacy of the level of 
learning support and resource teaching, in the light of recent 
changes in the basis for teacher allocation to schools, should be 
monitored on an on-going basis.  

There would appear to be co
ther reduction in the prevalence of early school leaving, which is 

especially important given the significance of Leaving Certificate 
qualifications for early labour market transitions and later adult life-
chances (see Gorby et al., 2006). Despite a range of interventions to 
tackle educational disadvantage, rates of early school leaving have 
plateaued since the mid-1990s. Given that upper secondary 
completion levels are higher in a number of other European 
countries (principally, the Nordic countries and those with a ‘dual 
system’ of apprenticeship and education combined), it would seem 
feasible to increase senior cycle completion in the Irish context. 
Early school leaving has been found to reflect a cumulative process 
of educational underperformance, poor attendance and 
disengagement from school. High quality early childhood education 
along with literacy/numeracy measures within primary school (and 
beyond) should help to increase student retention. It is crucial, 
however, that such provision be supported by a positive school 
climate. Early school leaving is found to be higher where students 
have a negative experience of school and little sense of ownership 
over school life. School development planning should facilitate the 
development of more positive relations between teachers and 
students and higher teacher expectations within the school along 
with promoting measures to increase student and parental 
involvement (NESF, 2005). It is, therefore, recommended that an 
additional €3.5 million per annum be allocated for school 

79 Finn et al. (2001) indicated a gain in reading achievement of almost six months 
for children assigned to classes with 13-17 pupils, compared with those in classes 
of 22-26 pupils, for a period of three years. 
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pro

 

ve seen significant increases in participation in 

ntial increase in funding 
for

development planning specifically to address issues of student 
engagement and retention. Student engagement could also be 
facilitated by allowing greater student choice over curriculum 
components, a variety of assessment methods, more active teaching 
methods and a better balance of knowledge and skills, as envisaged 
by the NCCA (2005) proposals for reform of the senior cycle 
curriculum. 

The dev
grammes has been one of the success stories of the Irish 

education system in recent decades. PLCs provide vocational 
training for a substantial proportion of young people who do not 
progress from second-level to higher education, and has become an 
increasingly important provider of second-chance education for 
mature students. It also plays a vital role in delivering relevant skills 
to the labour market. On this basis, State funding for this sector 
should be maintained. It is, however, the case that most PLC 
provision is delivered within second-level organisational structures 
and the teaching workload is comparable to that on traditional 
second-level courses. The McIver Report (2003) indicated the need 
for organisational and staffing changes in order to promote 
planning, flexibility and programme development within the PLC 
sector. Consideration should, therefore, be given to reforming 
organisational arrangements to ensure that PLCs have the 
organisational independence and flexibility appropriate to fulfilling 
their mission.  

Higher Education

Recent years ha
higher education, and the most recent evidence suggests that the 
increased participation levels have been associated with a reduction 
of some of the most glaring socio-economic inequalities in access. 
A key priority in higher education is retention. Attrition rates in 
certain fields, particularly science, engineering and computing are 
known to be high, with the result that investment in these key areas 
may be wasted. It is possible that dropout from higher education 
may be related to socio-economic background, but there is as yet, a 
shortage of evidence on this point. High dropout rates also raise 
concerns about educational preparedness for higher education. 
More research is urgently needed on this.  

There is a commitment to a very substa
 higher education, particularly to expand the number of those 

engaged in advanced postgraduate (“fourth level”) education to 
support a greatly enhanced research effort in higher education. This 
will require building capacity to provide high quality postgraduate 
programmes. Whether this is the most cost effective approach to 
generating a highly skilled scientific elite needs to be carefully 
examined in relation to each area of study: for some areas it may be 
more appropriate to provide support for Irish students to study at 
leading international research centres, and then, of course 
encourage them to return. A vibrant postgraduate education and 
research system also needs the infusion of new talent from abroad, 
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reland have remained below 5 per cent for 

 provide measures to enhance 
the

so attracting foreign students to undertake postgraduate studies at 
emerging centres of excellence in Ireland should also be an 
important element of this sector for tertiary education. Funding 
criteria should also cover the important relationship between Ph.D. 
programmes and research and the rest of the higher education 
sector.  

It is 
stantial further resources (OECD, 2005a; HEA, 2004), and this 

has been recognised in the increased provision in the latest Budget. 
It is also well established that the private returns to higher 
education are positive and high. This suggests that students should, 
and would, make a contribution to their tertiary education and, as 
argued above, there is a strong case for a review of free fees. 
Resource needs in the sector are such that fee income should be 
additional to, rather than substitute for, public investment. While 
this suggestion may not be particularly feasible at this point in time, 
it may be possible to review the issue over the long term. 
Introducing a charge for participation in tertiary education would 
also require some reforms to the current system of grant-aiding 
students from lower income backgrounds. The OECD review 
suggests that a loan system has substantial merits and, as such, 
would be worth further investigation. 

It would also be important not to lose s
the need to upgrade the quality of education at primary and 

secondary levels, as discussed above.  Access to higher education 
rests on the experience of the primary and secondary sectors: high 
standards at earlier levels provide a good basis for learning at 
tertiary level, and maximising the proportion of the cohort that 
completes upper secondary education can improve equality of 
access to higher education.  

Unemployment rates in I
the past five years or more. In this respect the current situation 
differs markedly from that in the 1990s, when the unemployment 
problem was dominated by long-term unemployment. Labour 
market polices, informed by the European Employment Strategy, 
emphasise the importance of measures to prevent the drift to long-
term unemployment. This strategy requires targeting of effective 
measures with strong linkages to the labour market to those at risk 
of becoming long-term unemployed.  

At the same time there is a need to
 employability of those who, for whatever reason, remain long-

term unemployed. This is now a comparatively small group. At the 
end of 2005 the number long-term unemployed was 27,600, 
representing 1.3 per cent of the labour force. This represents a very 
substantial decline in long-term unemployment (which was about 9 
per cent in the mid-1990s) although in the current tight labour 



232 EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

SF report calls for a radical reform of the range of 
trai

Continuing Vocational Education and Training of Those at Work (CVET) 

 

, there are market failures in the provision of CVET, 
res

ange of sources, including 
the

 to 
equ

market, the long-term unemployed are likely to suffer particularly 
severe labour market disadvantage, requiring particularly strenuous 
interventions.  

A recent NE
ning, education and employment measures to ensure that 

spending is responsive to current labour market conditions rather 
than those pertaining in the early 1990s. This could be employed as 
a framework to guide future investment on behalf of the 
unemployed. Measures to assist two groups in particular should be 
prioritised: early school leavers experiencing difficulties in accessing 
employment and the long-term unemployed. In relation to both 
priority target groups, the decline in numbers should allow more 
intensive interventions. The effectiveness of measures to assist new 
entrants to unemployment would be greatly enhanced if the means 
of identifying those most at risk of drifting into long-term 
unemployment could be identified early. A recent study suggests 
that investing in some form of profiling system to identify ‘hard to 
place’ clients could enhance effectiveness, reduce unemployment 
durations and generate savings in unemployment related social 
welfare payments (Layte and O’Connell, 2005).  

We have noted above that the lion’s share of investment in
vocational education and training is borne by employers and that 
the State contribution to CVET is modest. The returns to CVET 
are mostly private: training is believed to enhance productivity and 
organisational performance, and in turn leads to higher corporate 
profitability and employee earnings. As such, it is appropriate that 
the private sector accept the principal responsibility for investment 
in training.  

However
ulting in under-investment in CVET. This under-investment 

particularly concerns low-skilled workers, older workers, and those 
working in small and medium-sized enterprises. A strong case can 
be made for State intervention to counteract market failures and to 
provide support for particular targeted groups where investment in 
CVET would otherwise be sub-optimal.  

Recent proposals in this field, from a r
 report of the Enterprise Strategy Group, the Irish Congress of 

Trade Unions, and FÁS, are in broad agreement on the need to 
provide training opportunities to allow low-skilled young people to 
upgrade their educational attainment. Some such proposals have 
included study leave supported by the State at minimum wage 
levels, perhaps with an employer top-up, a proposal that merits 
serious consideration. The potential for such initiatives is enhanced 
by the development of the National Framework of Qualifications.  

In this context, consideration should also be given
ivalising the situation applying to fees for part-time versus full-

time third-level students. This would entail either charging fees for 
full-time students, or extending free fees to part-time students at 
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higher education (or a fee rebate on completion of a course) for 
those taking occupationally relevant part-time courses, for the first 
time, in further or higher education. NESF (2006) argue that such a 
proposal would be consistent with the idea of a one-step-up 
approach to helping workers attain higher qualifications, and it 
would also have an equitable dimension in benefiting those with 
lower levels of qualification. On balance, however, charging fees to 
all students, irrespective of whether they are full- or part-time, 
appears more appropriate in the light of the private returns to 
higher education.  

More generally, 
els of those with lower levels of educational attainment, would 

be consistent with the Lisbon Agenda and would help to meet 
Ireland’s commitments under the European Employment Strategy, an 
issue that has been raised repeatedly in the Employment Guidelines in 
the related Recommendations from the European Commission in recent 
years.  

Inwa
ce growth in recent years. Given growth forecasts this is likely to 

continue. Immigration from the new accession States is expected to 
continue to be an important component of inward migration. There 
is evidence to suggest that many immigrants are working below 
their levels of qualification (Barrett et al., 2006). Provision of 
language training could assist in the integration of new immigrants 
as well as facilitate their employment in occupations commensurate 
with their qualifications. This would ensure that available human 
capital would be more fully utilised, essential in an economy 
suffering labour and skill shortages, and could also contribute to 
social inclusion objectives.  
Table 18.4: Summary of Inve

Sector Recommendation 
Primary  
Capital Infrastructure Increase, with value for money 
Early childhood education Increase 
Disadvantaged Schools Increase + target 
Literacy and Numeracy Increase + target 
Integration of diverse ethnic groups Increase 
Second-Level  
Capital Infrastructure Increase, with value for money 
Disadvantaged Schools Increase + target 
Literacy and Numeracy Increase + target 
Integration of diverse ethnic groups Increase 
School Development and Planning Increase 
Post Leaving Cert Programmes  
Funding Maintain 
Structures Reform 
Third Level  
Infrastructure Increase 
Current Increase 

Improve retention 
Maximise 3rd- 4th level linkages 

Continuing Education and Training  
Unemployed Maintain, but target to high risk groups 
Employed Increase  

Target low-skilled 
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able 18.4 above provides a summary of recommendations 
rela

Table 18.5: Investment Pr

T
ting to investments in human capital. More detailed 

recommendations, as well as the underlying rationale will be found 
in Table 18.5 below, and in the text. 
iorities in Human Capital 

Current NDP
2004 

€ million 

2007-13  
Average 
€ million 

Comment 

Education     
Early childhood 2.0 45.3 1/3 of €136 proposed by NESF report. 
Disadvantaged Schools 24.7 155.0 Incorporates existing expenditure under 

current NDP + DEIS initiative + ESRI 
recommendation for graduated support at 
2nd level + reduction in class sizes in 
targeted schools. 

Literacy & Numeracy 3.6 10.0 Increase. 
Integration of Diverse Ethnic 
   Groups 

1.5 8.0 Extend to all school and all non-English 
speaking children. 

School Development Planning  3.5 Improve school organisation to achieve 
retention goals. 

School Guidance 30.0 40.0 Guidance is important for progression. 
Modern Languages 3.0 3.0 Maintain. 
3rd Level Access 36.0 72.0 Increase to achieve access agenda. 
LLL Back to Education 95.0 45.0 This is part of wider PLC etc provision, 

difficulty meeting throughput targets in NDP, 
so budget not fully spent. Structures need 
reform. 

Third level  347.0 300.0 Vocationally oriented courses - market 
incentives already positive. 

Strategic Innovation Fund  50.0 Enhance capacity of 3rd level sector & 
increase post-graduate output for ‘4th level’. 

ET System Development 40.0 40.0 Maintain (Qualifications framework, training of 
trainers etc.). 

Equality 3.8 3.8 Maintain and allow for equality proofing of 
NDP measures. 

Capital Infrastructure – 1st Level 277.0 315.0 Increase to meet demographic needs. 
Capital Infrastructure – 2nd Level 229.0 229.0 Maintain to meet demographic and needs 

and quality enhancement. 
Capital Infrastructure – 3rd Level 70.1 150.0 Increase, demography + investment in 

postgraduate at '4th level'. 
Continuing Education/Training  
Unemployed 

    

Early School Leavers 95.0 100.0 Maintain, target effective programmes. 
Activation & training unemployed 667.4 600.0 Unemployment is low, so reduce, but target 

effective programmes at those most in need. 
Sectoral Entry Training 50.6 50.6 Maintain, but target effective programmes 

(includes early school leavers).  
Employed     
Apprenticeship 207.5 207.5 Maintain but avoid training too many in 

construction industry. 
Ongoing sectoral training 21.8 15.0 This is mainly in contracting sectors. 
In-company training 43.5 30.0 Hard to spend in current NDP - divert funding 

to 'One Step Up' (see below). 
      

Disabilities 60.5 70.0 Needed to respond to policy developments 
Adult Literacy & Lifelong Learn 20.0 20.0 Important area but needs strategic plan & 

integration with other initiatives. 
Social Economy 42.0 20.0  
One Step Up training   75.0 ESG Proposal for training of low skilled 

workers. 
 2,411.0 2,697.7   



   HUMAN RESOURCES 235 

 

 numb pport g measures that would enhance 

RECOGNITION OF PLC QUALIFICATIONS IN 

ficate courses 

RECOGNITION OF SKILLS OF IMMIGRANTS 

DEVELOPMENT OF INFORMATION DATABASE ON 

, employers 

 is needed? Individuals are often not 

• 

• viduals 

18.5 Th
the impact of existing investment in human capital.  
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Supporting 
Measures 

PROGRESSION TO HIGHER EDUCATION 

At present qualifications earned in Post Leaving Certi
are not evenly recognised and accepted for progression throughout 
the higher education system. This represents an unjustifiable barrier 
to skills enhancement and progression and is at odds with the 
principles underlying the development of the National Framework 
of Qualifications. All third-level institutions not already doing so 
should be encouraged to develop systems to recognise such 
qualifications.  

Anecdotal evidence from diverse sources suggests that immigrants 
to Ireland experience difficulties in having their educational 
credentials recognised by Irish employers and educational 
institutions. The available empirical evidence does suggest that 
many immigrants work below their levels of qualification (Barrett, 
et al., 2006). To the extent that this occurs it has the potential to 
waste available human resources and may contribute to social 
exclusion. Further research is needed to examine the extent of the 
problem and to ascertain how systems can be developed to facilitate 
the recognition of educational qualifications and skills by 
educational institutions and employers. 

CONTINUING EDUCATION AND TRAINING  

Key decision makers in CET, including policymakers
and employees all face significant information deficits with respect 
to a series of key questions: 

• What, if any, CVET
well informed about what training they need. Employers 
may also have difficulty and this is a particular problem for 
small enterprises. 
What CVET is available, what is the cost and quality? 
Individuals also encounter difficulties in assessing which 
training providers are best and best value. Employers face 
the same information deficit, and the problem is 
particularly severe for small enterprises – large enterprises 
may be better placed to survey the training market.  
What are the returns to investment in CVET? Indi
typically have, at best a rough sense that CVET may be 
useful and lead to better career prospects, but without any 
precision. Employers also encounter severe difficulties in 
assessing the returns to training. Many employers rely on 
subjective evaluations by trainees on the quality of training 
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received, but this does not generate useful information on 
the impact of investment in training on corporate 
performance – productivity, market share, quality or 
profitability. States also have difficulty in establishing in a 
rigorous manner returns to investment in training.  

• An effective and appropriate State intervention would help 
solve these information gaps confronting all key actors in 
the field. This would entail provision and dissemination of 
information for employers and employees on levels of skills 
and competences by sector and occupation, as well as on 
the cost and quality of training provision. It could also 
entail investment in research to rigorously assess the 
returns to training for employers and employees.  



19. RESEARCH AND 
DEVELOPMENT 

Compared to other expenditure items within the current NDP, 
public spending on R&D is relatively small, accounting for around 
3.0 per cent of NDP spending. As was shown in Chapter 2, in 
economic development terms R&D investments, and their 
commercial counterpart, innovation, play a central role in the 
process of wealth creation. At EU level this has been recognised in 
the EU Lisbon Agenda and in Ireland expenditure has increased 
rapidly in recent years to address historic under-investment. In 
considering R&D, however, it is important to recognise that R&D 
investments are not homogenous, and that different types of 
investment – undertaken by different types of organisations – have 
very different economic outcomes. A recent study by Guellec and 
Van Pottlesberghe (2004), for example which includes Ireland and 
fifteen other OECD countries emphasises the importance of 
business, foreign and public R&D for productivity growth. 
Importantly from an Irish perspective Guellec and Van 
Pottlesberghe (2004) find the largest productivity effects from 
foreign R&D followed by public R&D, which includes R&D by 
public bodies and universities, and then business R&D.80 They 
conclude that: “The social return on business R&D is therefore 
much greater than the ‘normal social return’…The long-term 
impact of R&D seems to be higher when it is performed by the 
public sector than by the business sector, probably because the 
former concentrates more on basic research, which is known to 
generate a higher social return” (p. 366).81  

19.1 
Benchmarking 
Ireland’s R&D 

Performance 

237 

 

Guellec and Van Pottlesberghe’s study focuses on the strength 
of the macroeconomic linkages between types of R&D and 
productivity. Different types of R&D influence innovation and 
productivity through very different mechanisms, however. Public 
support for Higher Education Expenditure on R&D (HERD) or 
Gross Expenditure on R&D (GERD), for example, will generate 
positive direct expenditure effects, but will also have much more 
important dynamic effects by generating exploitable knowledge. 
This exploitation might operate through direct channels such as 

80 They estimated a Multi-Factor Productivity (MFP) elasticity of 0.45, 0.17 and 
0.13 for foreign, public and business R&D respectively.  
81 Other studies have, however, suggested more modest productivity gains from 
R&D and differential patterns of effects between public and private sector R&D 
investments (e.g. OECD, 2003).  
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spin-outs, license agreements, consultancy by universities etc., or 
indirect through enhancing the skills of research students or 
through knowledge spillovers. For any given level of R&D 
spending, the productivity effect of public investments in higher 
education R&D will, therefore, depend on the effectiveness of 
universities’ technology transfer activities and recipient firms’ ability 
to absorb and exploit new technologies. Locality may also be 
important, here, as recent research studies have emphasised the 
greater effect on innovation when firms are closest to R&D 
performing universities – a type of clustering effect.82  

Similarly, public support for Business Expenditure on R&D 
(BERD) may encourage private sector investments by addressing 
market failures associated with incomplete information or lack of 
suitable finance for innovation. Direct, private benefits – i.e. to the 
R&D performing company – will depend on the degree of 
additionality in the support provided, firm’s innovation capability 
and its ability to exploit any innovation introduced. Indirect, public 
or social benefits arise when the R&D or innovation generate either 
‘rent spillovers’ or ‘pure knowledge spillovers’. Rent spillovers 
occur through supply chain links, where quality improvements by a 
supplier are not fully translated into higher prices for the buyer(s). 
Productivity gains are then recorded in a different firm or industry 
than the one that generated the productivity gains in the first place 
(Beugelsdijck and Cornet, (2001, p. 3). Pure knowledge spillovers, 
on the other hand, occur when a firm “…investing in research or 
technology development will end up facilitating other agents” 
innovation efforts…” (Breschi and Lissoni, 2001, p. 975).83 In each 
case, however, the ability to realise spillovers will depend on donor 
firms’ ability and willingness to share knowledge, the degree of 
‘connectivity’ between firms, and recipient firms’ absorptive 
capacity. 

This discussion is important, in the context of the aspiration that 
“….by 2010 Ireland will be internationally renowned for the 
excellence of its research and be at the forefront in generating and 
using new knowledge for economic and social progress, within an 
innovation driven culture…” ( Forfás, 2004, p. 2). In particular, it 
emphasises the importance of substantial and consistent 
investments in higher education or Government R&D in order to 
generate a stock of commercialisable new knowledge, as well as a 
flow of trained researchers. Second, it emphasises the need for Irish 
firms to have a high level of absorptive capacity to enable them to 
take advantage of the new knowledge being developed in Irish 
universities, and to absorb and use knowledge developed elsewhere. 
This absorptive capacity is strongly related to firms’ own R&D 
investments, with numerous studies suggesting the importance of 

82 See Anselin, Varga and Acs (1997); Zucker, Darby and Brewer (1998) and 
Fischer and Varga (2003).  
83 This facilitation may occur either unintentionally, as it happens when inventions 
are imitated, or intentionally, or as it may happen when scientists divulge the 
results of their research. 
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in-house R&D as a key element of absorptive capacity.84 Third, it 
points to the importance of effective knowledge transfer both 
between universities and firms and between firms themselves. This 
will involve university knowledge transfer activities as well as 
reflecting the extent of both supply-chain and network activity 
between firms and other organisations.  

So, where does Ireland stand relative to its international 
competitors in terms of public R&D investments, absorptive 
capacity etc.? In 2002, for example, Ireland’s level of investment in 
HERD (as a proportion of GNP) was 0.31 per cent, broadly in line 
with that in Spain (0.31 per cent) and Greece (0.29 per cent).85 By 
2010 the aspiration outlined earlier might necessitate levels of 
HERD spending similar to those in Canada (currently 0.73 per cent 
of GDP), Finland (0.67 per cent), Denmark (0.60 per cent) and 
Sweden (0.83 per cent), which requires more than doubling levels of 
HERD investment over an eight-year period.86 Progress to date has 
been impressive with the most recently available figures (for 2004) 
suggesting that HERD increased in real terms by 44 per cent 
between 2002 and 2004, reaching 0.4 per cent of GNP, and a 
consequent move up the OECD league table (26 countries) from 
19th place in 2002 to 16th place in 200487 (see Table 19.1). Over the 
same period the number of researchers in the Higher Education 
sector (HE) in Ireland increased from 2,695 in 2002 to 4,152 in 
2004 (Forfás, 2005c, p.3).  

As Figure 19.1 indicates levels of HERD spending in Ireland, as 
of 2004 at least, remained marginally below the EU-25 average and 
significantly below that in benchmark countries such as Denmark 
and Finland where HERD spending has also risen markedly since 
2000. Despite these increases elsewhere, levels of HERD in Ireland 
have actually caught-up some ground on these benchmarks. From 
2000 to 2004, Irish HERD increased from 71 to 93 per cent of that 
in the EU-25, from 60.0 to 66.6 per cent of that in Denmark and 
from 44.2 to 59.7 per cent of that in Finland.  

Interestingly, levels of HERD expenditure in Ireland also lag 
behind those in Northern Ireland and some other UK regions. In 
2003, for example, the latest year for which regional figures for the 
UK are available, around half of UK regions, including notably 
Scotland at 0.7 per cent, had higher levels of HERD investment 
than Ireland (see Figure 19.2).  

 
 

 

84 See for example, Cassiman and Veugelers (2002), Zahra and George (2002) and 
Schmidt (2005).   
85 Source: Forfás, 2005c; Appendix 5, Table A5.1, p.34.  
86 Even then, however, viewed from the perspective of knowledge stocks, 
sustained investment at this level would be necessary if HERD is to contribute the 
same impetus to innovation in Ireland as in these international competitors where 
levels of HERD spending have been at similar levels for some years. 
87 Source: Forfás, 2005c, Appendix 5, Table A5.1, p.34.  
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Figure 19.1: Higher Education R&D as a Percentage of GDP or GNP: 
Ireland and International Benchmarks 
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Figure 19.2: HERD as a Percentage of Regional Value Added, 2003 
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Sources: GB regions – Research and experimental development (R&D) statistics, 2003, 
Economic Trends 621 August 2005, Office for National Statistics 28. Northern 
Ireland, NI R&D Statistics 2005, DETI.  
 

Increases in HERD in Ireland since 2002 have been driven 
primarily by increases in direct Government support, primarily 
through, SFI, PRTLI and Enterprise Ireland, and indirect public 
investment (through the HEA).88 Overall, HERD spending rose by 
44 per cent from 2002 to 2004, with increases in direct 
Government support of 48 per cent and indirect support of 58 per 
cent. Notably, Irish firms’ support for HERD remained static over 

88 This process of increasing direct support for HERD has continued with SFI, for 
example, increasing its support for HERD from €72 million in 2004 to around 
€121 million in 2005 (Sources: Forfás, 2005, p.11 and Forfás, 2005a, p.6). 
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the 2002 to 2004 period having previously fallen by around a 
quarter from a 1998 high (Forfás, 2005c).  

This reflects the wider level of investment in BERD, which as of 
2003, was marginally lower as a proportion of GNP in Ireland than 
in 1999 (see Figure 19.3). At this time levels of Irish BERD were 
also significantly lower than the EU average and around half those 
in benchmark countries such as Finland and Denmark where levels 
of BERD have increased significantly since 1999. This means that 
over the 1999 to 2003 period levels of BERD in Ireland actually fell 
from 91.2 to 86.6 per cent of the EU level, 72.5 to 55.4 per cent of 
the Danish level and from 46.8 to 40.2 of the Finnish level. The 
levels of absorptive capacity for new technology in Irish firms are 
likely to be significantly lower than in either Danish or Finnish 
businesses and, more worryingly, are likely to be falling increasingly 
behind.  
Table 19.1: R&D and Technology Indicators: Ireland and Selected 

Comparators 

 

Higher Education 
R&D  

% of GDP/GNP 
 

Business R&D 
% of 

GDP/GNP 
 

Technology Balance 
of Payments  

% of GDP 
 

Ireland  0.40 0.97 -10.46 
OECD 0.40 1.45 na 
EU 0.43 1.12 na 
Finland 0.67 2.41 0.16 
Norway 0.48 0.96 0.09 
Sweden 0.83 3.32 na 
Denmark 0.60 1.75 0.35 
UK 0.40 1.26 0.72 
France 0.42 1.36 0.11 
Germany 0.43 1.73 -0.05 
Japan 0.43 2.32 0.19 
Korea 0.27 2.01 -0.40 

Notes and Sources: HERD and BERD figures from Forfás (2005c) and Forfás 
(2005b). Technology BOP as a percentage of GDP in 2003 (Denmark 1999). 
 
Source: OECD Science, Technology and Industry Scoreboard, 2005.  

Figure 19.3: Business R&D as a Percentage of GDP or GNP: Ireland 
and International Benchmarks 
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As well a tional standards, BERD 
exp

 

 

s being relatively low by interna
enditure in Ireland has a somewhat skewed distribution with an 

unusually strong concentration in the high-tech sectors and foreign-
owned firms. In terms of sectoral concentration, for example, 72.6 
per cent of R&D spending in 2003 was concentrated in 
software/computer related activities, electrical and electronic 
engineering and pharmaceuticals compared to 42.8 per cent in EU-
25 (Forfás, 2005b, p. 13). R&D activity is also very concentrated in 
foreign-owned firms (72.1 per cent or 252 firms) with 27.9 per cent 
of BERD in 873 Irish–owned businesses. This means that average 
R&D expenditure per Irish R&D performer was around €340,000 
compared to an average of €3.1 million per foreign-owned business. 
Two implications follow. First, absorptive capacity in firms in 
Ireland is likely to be concentrated in the high-tech sectors where 
R&D is greatest. Second, the absorptive capacity of foreign-owned 
firms is on average likely to be much greater than that of Irish-
owned firms.  

The profile of R&D and technological activity in Ireland also
stands out from other developed OECD economies in two other 
respects: low levels of intra-mural R&D spending by Government 
and its dependency on external research activity.89 In 2004, for 
example, intra-mural R&D spending by Government in Ireland 
amounted to €138.4 million, equivalent to 0.11 per cent of GNP 
compared to the EU average of 0.25 per cent and an OECD 
average also of 0.25 per cent. This suggests, first, that historically 
Irish Government departments are under-spending on intra-mural 
R&D compared to their equivalents elsewhere to the potential 
detriment of effective evidence based policymaking. Second, it also 
means that public sector R&D in Ireland is more strongly 
concentrated in the higher education sector than that in many 
comparator economies. In terms of external dependency, Table 
19.1 provides figures for the Technology Balance of Payments 
(TBOP) for different countries, which reflects the balance of 
inward and outward knowledge transfer through patents, licensing 
etc. Countries such as Finland and Denmark with historically higher 
levels of business and university R&D both have small positive 
TBOPs, while Ireland has a significant TBOP deficit (i.e. net inward 
transfer) equivalent to 10.5 per cent of GDP. While these figures 
have to be regarded with some caution, the message is clear: over 
the last decade Irish growth has relied to a massive extent on 
inwards technology transfer and to a lesser extent on Irish-owned 
technology.  

The aspiration expressed by the Inter-Departmental Committee 
on Science Technology and Innovation (Forfás, 2004) is clearly to 
move away from this ‘innovation by invitation’ strategy and towards 
a ‘Nordic’ development model based more strongly on indigenously 
developed technology. Important steps towards this goal have been 
taken through the current NDP such as Science Foundation Ireland 

89 For a more detailed account of these comparisons see Fitz Gerald et al. (2003), 
Appendix 7.  
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ment of policy effectiveness in terms of public R&D 

developments are positive, reflecting 
the

SUPPORT FOR HERD 

riven largely by the public sector and 

19.2 

(SFI), Programme for Research in Third Level Institutions (PRTLI) 
etc. In the next section we review the evidence to date on the 
effectiveness of these measures and identify priorities for future 
development. In large part, our views reflect those of the Inter-
Departmental Committee on Science Technology and Innovation 
(Forfás, 2004), emphasising the need for a continuation of 
significant investment in HERD, increased support for BERD to 
address issues of absorptive capacity and institutional support for 
the Higher Education Institutes (HEIs) to develop their 
commercialisation activities.  

 
 Any assess

investments is complicated by the uncertain and highly skewed 
returns from different R&D projects but also because of the 
relatively long time scales, which attach to R&D investments, 
particularly those in basic research activity. In the context of 
Ireland, the situation is complicated further by the rapid 
development of public sector support institutions for higher 
education R&D, in particular, since 2000. New research councils, 
new funding streams through the Higher Education Authority 
(HEA) as well as Science Foundation Ireland (SFI), have all been 
established over this period.  

While these institutional 

 Asses

Effecti

sing 
Policy 
veness 

 developing maturity of the Irish research system, their newness 
means that any evaluation inevitably reflects operational outputs 
rather than economic outcomes. The recent International Review 
Panel assessment of SFI, for example (Forfás, 2005a) has much to 
say about research quality and bibliometric indicators but inevitably 
very little about the added value to the Irish economy of SFI 
investments. Similarly, evaluations to date have tended to be 
piecemeal rather than systemic in nature. The evaluations of PRTLI 
and SFI, for example, both acknowledge the importance of 
potential synergies or co-ordination between the initiatives but the 
assessments were undertaken separately. Operationally, this is 
clearly an easier approach but may fail to identify overlaps or 
conflicts between individual measures. In the innovation systems 
tradition a better approach going forward may, therefore, be a more 
systemic approach to evaluation, which considers the whole range 
of support for HERD in Ireland. For the moment, however, we can 
only draw on the evaluative material to date relating to supports for 
HERD, Business R&D (BERD), GERD and knowledge transfer 
activity.  

Support for HERD is d
therefore has substantial budgetary implications. Targets suggested 
in Forfás (2004) are that national investment in HERD and 
Government R&D should increase to around 0.8 per cent of GNP 
by 2010, which would amount to around €1.1 billion (Forfás, 2004). 
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As Government R&D is unlikely to increase significantly over this 
period relative to GDP, the majority of the increase will come 
through an expansion of public investments in HERD either 
through increases in the HEA block grant or ‘direct’ funding 
initiatives through the NDP. In 2004, 41 per cent of Government 
support for HERD was supported by ‘direct’ Government support 
through the NDP (primarily SFI and PRTLI) with a further 41 per 
cent supported by indirect support, primarily through the HEA 
block grant (Forfás, 2005c). Assuming a continuation of 
Government R&D at the current level of 0.15  per cent of GDP 
(Forfás, 2004, p. 25), and a maintenance of the division of 
Government support for HERD remained similar this would 
suggest NDP expenditure on HERD support of around €400 
million per annum towards the end of the planning period. An 
additional investment of a broadly similar size would then need to 
be provided through the HEA as part of the block grant.  

In terms of the 2000-06 NDP, the main direct sup
RD in Ireland were: 
• Science Found

ollowing a foresight exercise with a focus on establishing 
world class research capability in niche areas of ICT and 
bio-technology. Over the period of the NDP, 2000-06, 
around €650 million was committed to supporting SFI, and 
as of 2005: SFI had established 163 research groups led by 
Principal Investigators (PIs), of whom 34 were new to 
Ireland, and centres employ over 1,150 research staff 
(around a fifth of the entire research staff in Irish HEIs) 
and around 450 Ph.Ds. Six Centres for Science Engineering 
and Technology (CESTs) in core thematic areas. 
The Programme for Research in Th
Inst tions (PRTLI), o erated by the Higher Education 

uthority, was established in 1998 with Exchequer support 
and contributions from Atlantic Philanthropies to support 
high quality basic research in third-level institutions. The 
overall financial commitment over the period of the current 
NDP was around €698 million. Headline figures as 
reported by International Assessment Committee in 2004 
included €135 million of new capital and €260 million for 
new research buildings along with 34 new academic 
appointments (14 professorial) as well as over 1,500 new 
postdoctoral or postgraduate research appointments. Other 
outputs include a range of new courses as well as extension 
of collaboration between institutions and internationally. 
Two new research councils were also established 
2000/01: The Irish Research Council for Science, 
Engineering and Technology (IRCSET) and the Irish 
Research Council for Humanities and Social Sciences 
IRCHSS) to support postgraduate and post-doctoral 

research as well as providing some project based research 
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funding. Both research councils have annual budgets of 
around €10 million.  

ough it is early days to
se initiatives, recent evaluations have been positive about 

scheme outputs, and suggested the need for continuing funding in 
order to achieve sustained gains. An International Review Panel 
conducted in 2005, for example, examined the work of SFI and 
concluded: “impressive progress towards developing a strong 
research capability in biotechnology and ICT the existence of SFI 
funding is having a positive catalytic effect on the performance of 
research in its two fields”. The review team argued that “SFI 
investments are continued and made an established part of the 
innovation system” (Forfás, 2005a, p. 21). Earlier an International 
Review Committee also concluded that “…investment in PRTLI is 
fully justified and should be continued the important goals of 
PRTLI will only be achieved if funding on a significant scale is 
sustained over an extended period for at least another ten years” 
(HEA, 2004, pp. 46-47). 

A key output of both
the research councils has been the increase in postgraduate and 

postdoctoral research training in Irish HEIs. Progress to date in this 
area has been impressive as both the review of SFI and PRTLI 
suggest. Continued development of skilled researchers in Irish 
universities, and their retention within the Irish National System of 
Innovation (NSI), will be necessary if national targets on both 
HERD and BERD are to be met. Research trained staff also play a 
key role in increasing the absorptive capacity of firms and provide a 
strong inter-personal link between firms and universities.90 This 
type of personal linkage has repeatedly been shown to be an 
important element of knowledge transfer activity.  

Notwithstanding some administrative and oper
 each scheme, there are positive arguments for continued NDP 

support for both SFI and PRTLI. 
Three clear areas for devel
luations, however.  
It is vital to ensure t
ximum benefit to the Irish economy. Links to advanced 

postgraduate level (4th level) skills and human resource development 
are already relatively well developed in both measures, and provide 
a key rationale for continued investment in this area. Less well 
developed and under-resourced are measures to promote 
commercialisation and the exploitation of research results. 
Proposals to address this are discussed in more detail below.91  

90 In this respect it worth noting that recent research has shown a low level of 
interaction between businesses in Ireland and HEIs (see Jordan and O’Leary, 
2005). 
91 The need for some emphasis on improved commercialisation of outputs is 
reinforced by evidence from the BERD survey, which suggested that the 
proportion of firms active in higher education collaboration has decreased from 30 
per cent in 1999 to 24 per cent in 2003 (Forfás, 2005b, page 6). 
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It is necessary going forward to ensure the coherence and 
complementarity of NDP supported measures as they mature, 
particularly if budgets are going to be expanded. This would 
addresses a point made in the PRTLI evaluation, that it is difficult 
to understand how PRTLI integrates with the wider innovation 
system (HEA, 2004, p. 46).92 There is a similar weakness of 
understanding of how the innovation systems of Ireland and 
Northern Ireland work together. Of particular importance here are 
the potential for identifying and exploiting synergies between policy 
measures, and ensuring an appropriate expenditure balance between 
the focused and more strategic ‘world-class’ research ambition of 
SFI and the more broadly based ‘international-standard’ objectives 
of PRTLI.  

There is a need to develop a clear rationale for the prioritisation 
of sectoral R&D investments. Tradable services, for example, are 
likely to generate most new economic activity in years to come but 
are only weakly supported by current R&D investments under the 
NDP while some sectors with more limited prospects have 
benefited from ear-marked financial allocations.  

SUPPORT FOR BUSINESS R&D 

A more difficult policy challenge than that associated with higher 
education R&D is the need to increase through, both broadening 
and deepening, the level of business R&D spending in Ireland. The 
Inter-Departmental Group on Science, Technology and Innovation 
(IDGSTI) emphasises the refocusing of public support for industry 
on R&D, suggesting an increase in the proportion of development 
budgets allocated to R&D support from around 3 per cent of State-
aid to match the 30-40 per cent in leading EU competitors (Forfás, 
2004, p.24). The magnitude of this increase is necessary due to the 
scale of the expansion required in business R&D, and to the 
currently low level of support provided by the Irish agencies for 
R&D. More specifically, the IDGSTI advocate an increase in 
business R&D to 1.7 per cent of GNP (around €2.5 billion per 
annum) by 2010, up from (€1.01 billion in 2003).  

In the context of essentially static levels of BERD relative to 
GNP over recent years (see Figure 19.3) and the programme of 
support, which has been in place since 2000 this target is hugely 
ambitious. Support for BERD in the NDP 2000-06 was provided 
through a range of demand-led measures operated by Enterprise 
Ireland. The key activities were: 

• The Competitive RTDI Scheme, which provides support 
for R&D projects as part of an integrated package of 
assistance through the Business Development Model, an 
approach often cited as reflecting international leading 
practice. Interim evaluation of this measure suggested 
generally positive outcomes both in terms of increasing 

92 An important start has been made in this area with the establishment of the 
interdepartmental committee for SSTI and the Cabinet sub-committee.  
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firms’ R&D investments and introducing new firms to 
undertaking R&D (see, for example, Indecon, 2003). The 
indicative budget over the 2000/06 NDP for the RTDI 
scheme was €180 million. 

• Measures to Promote Collaboration in R&D have also 
proved relatively successful, although the mid-term review 
notes progress in developing national collaborations to be 
stronger than that of international collaborations. 
Collaboration measures had an indicative budget of €255 
million over the 2000/06 NDP. 

• Other measures, also operated by Enterprise Ireland were 
intended to support the development of Innovative
Management (€45.5 million) and R&D capability  
(€91 million).  

 

Overall, these measures provide a fairly comprehensive support 
for business R&D focusing both on the need to develop individual 
firms’ R&D capability and build research collaborations. Moreover, 
the original rationale for each of these measures still holds good, 
with the continued need to build the volume of R&D activity, 
strengthen firms R&D capability and develop denser patterns of 
association between firms and between firms and research 
organisations. The measures currently in place also have the key 
advantage of being well understood by firms. This suggests an 
approach based on continuity rather than change, and a 
development and expansion of current measures under the new 
NDP. 

SUPPORT FOR PUBLIC R&D 

Other measures within the current NDP focused on targeted 
support for R&D in the food, marine, forestry, agricultural and 
environmental sectors. While recognising the importance of these 
sectors within the Irish economy and their continued potential to 
generate export earnings, there seems little specific economic 
justification for their prioritisation, particularly in the context of the 
goal of moving Ireland rapidly towards a knowledge economy. 
Having said this, there is a clear need to invest in intra-mural 
Government R&D in Ireland to support evidence-based 
policymaking, and to ensure that the benefits of investment in R&D 
in these sectors in the NDP 2000-2006 are fully captured by Irish 
firms. There is also a need to ensure that more basic research 
conducted in these sectors is of international quality. These goals 
suggest the potential value of a reconfiguration of investment 
priorities in these sectors with:  

• Support being provided for R&D, which supports policy 
development and implementation in these areas. 

• Focus on knowledge transfer and adoption to capitalise on 
research investments under the current NDP.  
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• Opening up of competitive mainstream funding sources 
(e.g. PRTLI, SFI) to allow independent research institutes 
to compete for research funding alongside the HEIs.  

 

Strategic arguments for a specifically targeted programme of 
R&D focused on environmental technologies, sustainability and 
energy self-sufficiency are much stronger. In particular, Ireland’s 
current dependence on internationally traded energy is high by 
international standards, and research, which can support moves 
towards energy self-sufficiency, is strategically important. More 
generally, such research may contribute to Ireland’s ability to meet 
current and future international commitments on greenhouse gases 
etc., and help to ensure the sustainability of commercial 
development. To achieve these objectives, research in this area will 
need to be complemented by effective technology transfer and 
adoption measures to ensure take-up and implementation of 
research results.  

In addition to these sectoral priorities there is also a clear need 
to remedy under-investment in R&D in Ireland to support other 
elements of public service such as health. Benchmarking 
expenditure levels in this area is difficult, but figures from the HRB 
suggest that funding for health research in Ireland is one-sixth of 
that in the UK as a proportion of the heath budget (0.25 in Ireland 
compared to 1.6 per cent of NHS spending). The need to invest in 
this area has recently been recognised by the decision to support 
the Health Research Board’s Investment Programme in Research 
for Health and Wealth. Further investment here is necessary, 
however, to support health care provision in Ireland, to attract and 
retain highly qualified staff and to complement other public 
investments in R&D particularly in aspects of biotechnology.  
 
 Our recommendations for investment priorities reflect three 
main influences. First, the aspirations of the Enterprise Strategy 
Group (ESG) and Interdepartmental Committee on R&D, which 
themselves reflect the wider aspirations of the EU Lisbon Agenda. 
Building on investments to date, these essentially aim to achieve a 
step change in the level of R&D investment in Ireland over the 
period of the NDP 2007-2013, and the measures we are suggesting 
are designed to support this aspiration. In particular, we envisage 
substantial increases in public investment in both higher education 
R&D and support measures for private sector R&D activity and the 
continuation of funding for public R&D to support policy 
development and implementation. Following the recommendations 
of the ESG we are also recommending a continuation of most of 
the current funding mechanisms for R&D and innovation 
implemented under the NDP 2000-05 (Enterprise Strategy Group, 
2004, pp 65-76).  

19.3 
Investment 

Priorities 

Second, our recommendations reflect the current strengths and 
weaknesses of the Irish innovation system outlined earlier, as well 
as the evaluation and profile of investments in the NDP 2000-05. 
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These points are important, as recent studies have emphasised the 
importance of systemic and institutional competencies in creating 
competitive advantage (e.g. Cooke and Leydesdorff, 2006). For 
example, research by Rodriguez-Pose (1999) and Fernandez et al. 
(1996) suggests that in an economy dominated by small and 
medium-sized firms with an intermediate technological and 
industrial base the returns may be greater from more applied 
research, which is more easily absorbed by local firms. A similar 
point is made by Oughton et al. (2002), who consider what they call 
the ‘regional innovation paradox’, which they define as “…the 
apparent contradiction between the comparatively greater need to 
spend on innovation in lagging regions and their relatively lower 
capacity to absorb public funds earmarked for the promotion of 
innovation…” (p. 98). Other related points are made by Edquist 
(2004) who argues for the importance of ‘coherence’ in defining 
organisational roles within a systemic approach. ESG (2004) argues 
that in Ireland a lack of ‘cohesion or strategic focus’ is reducing the 
effectiveness of current innovation support (p. 66).  

Third, recent reports on SFI, PRTLI as well as the ESG (2004) 
report emphasise the need to increase the effectiveness of the 
commercialisation activity in Ireland’s universities. This has the 
potential both to increase the value added derived from public 
funding of university research activity but also to help to embed 
mobile firms in Ireland by increasing the strength of their 
relationships to local knowledge providers. With some notable 
exceptions, this is one element of the Irish innovation system, 
which is under-developed compared to that in other European 
economies. Our recommendations here, therefore, draw on leading 
practice from elsewhere; focusing on the UK experience of the 
Higher Education Investment Fund (HEIF).  

Within the RTDI priority we identify seven sub-priorities: 
• Focused International Research – to continue to develop 

and expand world-class research capability in sectors of 
strategic importance to economic development in Ireland. 

• Broadly-based International Research – to continue to 
upgrade the research capability of Irish HEIs across the 
range of subject areas and disciplines.  

• Research to Support Public Policy – to contribute to 
effective, evidence based policymaking across a range of 
key policy areas.  

• Commercialisation – to develop and extend current 
commercialisation activities within the higher education 
sector. 

• Business R&D – to increase the number of R&D 
performing companies, and increase R&D intensity among 
existing R&D performers. 

• Collaboration – to increase the strength of national, 
North-South and international networks and collaboration 
in R&D and innovation. 
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• Coherent Development – to ensure greater consistency 
and synergy between the role of different actors within the 
Irish innovation system.  

 

Objectives 1 to 6 are dealt with in this section, having 
expenditure implications for the NDP, which are summarised in 
Table 19.2. Objective 7 is discussed in the supporting measures 
section below as it relates to institutional structures and building 
organisational competencies, which has less clear budgetary 
implications.  

Under the Focused International Research sub-priority we 
recommend continued and expanded funding for SFI. This reflects 
the consensus view of the ESG and the International Review 
Group who recently considered the performance of SFI. 
Continuation of this funding is important to consolidate the value 
of investment to date and continue to enhance Ireland’s position as 
a centre for world-class research (Table 19.2). Alongside the 
expansion of funding there is a need to ensure the commercial 
relevance of SFI investments and that SFI’s funding priorities 
change in a direction, which is consistent with national 
development priorities, and the remit of other R&D support 
organisations and particularly the research councils. To support the 
budgetary expansion we therefore suggest that:  

• as in EU Framework grants, groups funded by SFI should 
be required to develop an exploitation plan by the mid-
term of any award as a condition of funding;93 

• where appropriate, SFI funding be accessible to publicly 
funded research groups where it is applicable;  

• SFI’s investment priorities should be set by an external 
foresight group with a system-wide perspective, perhaps 
under the auspices of Technology Ireland (see below);  

• consideration be given to how SFI’s agenda might 
strengthen North-South co-operation.  

Our recommendations for supporting more broadly based 
research of international standard also emphasise continuity of 
measure while recognising the need for an expansion of public 
support. This reflects the recommendations of the ESG (p. 65) as 
well as more recent evaluative comments on the value of the 
PRTLI (HEA, 2004). As the PRTLI evaluation emphasises, 
continuation of funding in this area is necessary to achieve the step-
change in the R&D capability of higher education institutes in 
Ireland envisaged in ‘Ahead of the Curve’ (Table 19.2). As with the 
expansion of SFI resources, however, there is a need to maximise 
the economic potential and relevance of R&D while recognising the 
wider cultural and educational benefits of curiosity driven research. 

93 We recognise that in some cases SFI research is fundamental in nature and, 
therefore, may not have any immediate or short-term commercial application. 
Even where research is ‘basic’, however, we believe it is appropriate to ask research 
teams to consider potential exploitation routes even if this is longer term.  
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We therefore suggest that alongside increased budgets for PRTLI 
and the research councils that:  

• projects be required to develop explicit exploitation plans 
and that these should be part of funding requirements;  

• where appropriate research funding should be available 
both to HEIs and other publicly funded research groups. 

• that priorities for PRTLI and Research Council funding 
should be considered by an external foresight group. In 
each case we also see the potential for increased North-
South co-operation. 

 

In addition to boosting the level of HERD in Ireland, the 
measures in this priority also play a key role in generating high-level 
skills in Ireland. This is a matter of substantial concern especially 
given recent studies, which have emphasised potential skill 
shortages in the future. McDowell and Ruane (2004), for example, 
suggest that from 2004-2014 labour demand in Ireland for those 
with third-level qualifications will be around 30,000 higher than will 
be met by domestic supply and that this gap will need to be filled by 
in-migration.94 Barrett et al. (2005) echo a similar point, emphasising 
that 54 per cent of migrants to Ireland have third level 
qualifications compared to 27 per cent of the native population but 
that currently migrants are under-utilised in the Irish economy, and 
would add 3.5-3.7 per cent to GDP if employed at an appropriate 
level. More specifically in terms of research skills the Expert Group 
on Future Skills Needs (EGFSN) publication A Model to Predict the 
Supply and Demand for Researchers and Research Personnel, (2004) points 
to a net shortage of 609 Ph.D graduates and 2,947 non-Ph.D 
graduates in Ireland over the 2004-2010 period. Two factors are 
important here: first, the capability of the research councils and 
PRTLI to expand the training capacity of the Irish University 
System and second the importance of attracting and retaining high 
quality research trained scientists from elsewhere. As the EGFSN 
(2004) argues: “it seems highly appropriate to develop a migration 
framework to facilitate at the in-migration of high-skilled labour 
from countries outside the EU” (p. 115). To help meet future skill 
demands we recommend a substantial expansion of the role of the 
research councils over the NDP period and suggest that 
assessments of future skills be carried out at the All-Ireland level.  

In terms of research to support public policy we recommend 
the continuation of current support for targeted programmes in the 
agriculture, marine and forestry areas albeit at a level slightly below 
that in the 2000-2005 NDP. In addition, we would wish to see 
research teams in these areas able to compete for research funding 
from the growing resources of the mainstream funding sources (i.e. 
SFI, PRTLI) and, if appropriate, the research councils. This 
approach, while a clear break with the past, will provide continued 
support for the development of evidence-based policy, help to 
ensure the international quality of research in these areas, and 

94 This point is also made by Sexton et al. (2004) 
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provide the scope for the attraction of increased R&D funding for 
strong areas of research activity.  

Our recommendations in this area also include provision for an 
expanded programme of research emphasising environmental 
sustainability and measures, which can support energy self-
sufficiency (Table 19.2). This will continue and develop research 
supported under the NDP 2000-05. We envisage this as a strongly 
applied priority supporting action research projects, which have a 
demonstrable contribution to sustainable development or energy 
self-sufficiency. This will support medium-term macro-economic 
policy objectives as well as helping to reduce Ireland’s international 
exposure on energy.  

Specific support is also provided here to develop the research 
programme of the HRB. The aim is to support the HRB in putting 
in place a research base, which can contribute to improvements in 
the quality and effectiveness of health service provision in Ireland 
and also expand Ireland’s health research capacity. As was 
highlighted in Chapter 21 health policy related research is required 
in a number of areas. Key issues here reflect demographic changes 
such as ageing as well as the need to maximise the efficiency of 
health service provision through effective intervention and resource 
management.  

In terms of Commercialisation, our recommendations build 
on previous investments in R&D activity in the NDP 2000-06 and 
leading practice elsewhere. The need for developments in this area 
has recently been stressed by both the SFI and PRTLI review 
bodies as well as the ESG. The latter in particular recommend the 
establishment of “…a Competitive Innovation Fund (CIF) for 
higher education institutions to encourage them to further exploit 
technology and deliver innovative services to enterprise. A 
proportion of this fund should be ring-fenced to support the 
institutes of technology…” (p. 76). In this area policy in England 
has developed rapidly, and current proposals there relate to Round 
3 of the Higher Education Innovation Fund (HEIF3). This might 
provide a model for a development in Ireland. HEIF3 support 
comprises two elements: a formula funding element based on the 
characteristics, research intensity and scale of the HEI itself (75 per 
cent), and a competitive element for collaborative bids (25  per cent 
of the budget). This mix has proved positive, providing continuing 
‘core funding’ for universities’ commercialisation activities as well as 
stimulating creative collaborative bids, often based on leading 
international practice in commercialisation. Current levels of 
support for HEIF3 in the UK amount to around 3 per cent of 
HERD spend and a broadly similar level of expenditure is being 
recommended here. This would support the development of 
current proposals from Department of Enterprise, Trade and 
Employment for a competitive fund to support the function of the 
technology transfer offices in the HEIs. In addition to this 
competitive programme for HEIs we envisage smaller competitive 
and targeted programmes (Innovation Funds) for 
commercialisation initiatives designed to build on the R&D activity 
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undertaken under the food, marine technology, agriculture, forestry, 
energy and health sector programmes (Table 19.2).  

Our recommendations on support for Business R&D and 
Collaboration follow the general principles for best practice in 
support of business R&D suggested in EU (2003). This advocates 
the use of a relatively small number of flexible policy instruments, 
which are readily understood by firms and are supported by 
Government on a long-term basis to reduce potential uncertainty. 
As indicated earlier our feeling is that the current suite of support 
instruments operated by Enterprise Ireland is with some refinement 
appropriate for this purpose. We, therefore, recommend the 
continuation of the main support measures developed and 
embedded under the current NDP. Budgets for these schemes will 
have to increase substantially, however, to support the levels of 
BERD recommended in the report of the Inter-Departmental 
Working Group (Forfás, 2005b).  

We also support the recent adoption by Enterprise Ireland of a 
suggestion by the ESG for a specific measure intended to develop 
innovation networks in Ireland. This type of initiative is important 
as it can help with both technological and non-technological 
innovation and may therefore be appropriate both to 
manufacturing innovation as well as that in services. We 
recommend support for this measure, which we feel should be 
competitive in nature and have a clear emphasis on the joint 
commercialisation of research results. We have set support for this 
measure at the level suggested by the ESG and would be keen to 
encourage some North-South co-funding of this measure (Table 
19.2).  

In terms of support for Business R&D and Collaboration a 
major concern relates to the ability of the agencies as they are 
currently staffed to deliver effectively much expanded programmes 
of R&D support. In essence this reflects the changing mission of 
these agencies as they move from providing mainstream business 
support towards a role as technology support agencies, with a 
corporate focus on supporting R&D and innovation. Casual 
empiricism suggests, for example, that TEKES the Finnish 
Technology Agency has a much larger proportion of staff with 
higher-level science qualifications than either the grant 
administering elements of Enterprise Ireland or IDA Ireland. A 
higher proportion of staff with advanced skills may allow more 
rapid evaluation of proposed projects as well as the earlier 
identification of potential research synergies or applications 
between proposed project or firm expertise. Therefore, alongside 
the expansion of resources to support BERD a rigorous 
benchmarking examination of the qualifications of agency staff in 
Ireland compared to those in leading practice countries (e.g. 
Finland, Denmark) should be carried out to ensure the efficient 
allocation of resources.  

Finally, as was pointed out in the Mid-Term Evaluation of the 
current NDP (see Fitz Gerald et al. 2003), progress with regard to 
the R&D measures was very uneven across the two NUTS 2 
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regions, with disappointing progress in the BMW region. This may 
be due to the spatial distribution of HEIs, a lower absorptive 
capacity of firms in less developed regions or poor links between 
HEIs and firms in those regions.95 Therefore, in order to support 
the NSS more attention needs to be paid to the regional dimension 
of R&D policy. 

In the analysis of regional development (see Chapter 6) we 
showed that while the proportion of the population with third-level 
qualifications has increased substantially in all regions, those regions 
that had a higher proportion to start with have done better. In other 
words in relation to advanced skills there is a process of divergence 
which reduces the relative capacity to innovate or absorb 
innovations in the weaker regions. The cause of this is likely to be a 
circular process where graduates have the best employment 
opportunities in the more developed and particularly urban areas so 
that they are attracted to these areas following graduation. This 
reduces the total number of graduates in other regions, which may 
deter new high skills investment in these regions, thereby 
reinforcing advantage of the more developed regions. This type of 
cumulative causation process, which has been highlighted in the 
literature on growth and economic geography, is difficult to break 
(see Chapter 2). 

In the light of poor progress in the current NDP and the 
underlying weakness with regard to human capital and innovation 
capacity of the less urbanised regions more modest goals need to be 
set for these. In this respect the role and capacity of the Institutes 
of Technology, which serve most of the smaller gateways, needs to 
be reassessed. These should play a central role in building both 
absorptive capacity in firms and carrying out research of their own. 
The latter will require a strengthening of the research capacity of 
the ITs through stronger links with the universities.  

 
 The investments in supporting R&D and innovation envisaged 
for the new NDP represent a significant public expenditure 
commitment. There is, therefore, a need to develop an effective 
system of policy development and evaluation to ensure that 
resources are allocated effectively and their benefits in terms of 
wealth creation maximised. This is complicated in practice because 
of the number of agencies, departments and organisations involved 
in supporting R&D and innovation as well as potential conflicts and 
overlaps between institutional agendas. 

19.4 
Supporting 

Developments 

 
 
 
 

95 The Gateways study (Fitzpatrick Associates, 2005c) showed that 57.5 per cent of 
full-time researchers in the HEIs were working in the Greater Dublin Region and a 
further 37.1 per cent were working in the main gateways Cork, Limerick and 
Galway. Thus, other areas account for just 5.4 per cent of full-time researchers. 
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Table 19.2: RTDI Priority – Summary of Recommendations 
Sub-Priority Measures Recommendation Expenditure 

2006 
€ million 

Average  
Recommended 

Expenditure  
2007-2013 
€ million 

Focused 
International 
Research 

SFI Increase 147 180 

     

HEA programmes (incl. 
PRTLI) 

Increase 117 160 

IRCSET Increase 31 30 

Broadly-based 
International 
Research 

IRCHSS Increase   15 
     

Agriculture RTDI Reduce 9 6 
Food RTDI Reduce 14 10 
Marine RTDI Reduce 4 3 

Research to support 
policy  

Forestry RTDI Reduce 4 3 
  Environmental/Energy 

RTDI 
Increase and  
Re-orient 

16 23 

  Health RTDI (HRB) New  0 20 
     

Competitive Innovation 
Fund (HEIs) 

New  0 15 

Agricultural Innovation 
Fund 

New  0 1 

Food Innovation Fund New  0 1 
Marine Sector 
Innovation Fund 

New  0 1 

Commercialisation 

Forestry Innovation 
Fund 

New  0 1 

  Environmental 
Innovation Fund 

New  0 2 

  Health Innovation Fund New  0 1 
     

Competitive RTDI Increase 
substantially 

182 

R&D Capability Increase 
substantially 

50 

Business R&D 

Innovation 
Management 

Increase 
substantially 

  
 

254 for all three 
measures 

  33 

     

Collaboration National and 
International 
Collaboration 

Increase 
substantially 

21 65 

  Innovation Networks New    20 
Total     617 822 
Note: The 2006 allocation is based on the figures for the NDP and is not directly comparable with the MACIF 

used in Chapter 5. 
 

Government intervention in this area has traditionally been 
justified in terms of market failure, which leads to sub-optimal 
levels of private R&D investment. More recent thinking, however, 
has emphasised the partial nature and inadequacy of such criteria 
for intervention, stressing instead the role of the Government in 
addressing ‘system failures’. OECD have summarised the situation 
as follows, arguing that Governments should “…address systemic 
failures that block the functioning of innovation systems, hinder the 
flow of knowledge and technology and, consequently, reduce the 
overall efficiency of R&D efforts. Such systemic failures can 
emerge from mismatches between the different components of an 
innovation system, such as conflicting incentives for market and 
non-market institutions (e.g. enterprises and the public research 
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sector), or from institutional rigidities based on narrow 
specialisation, asymmetric information and communication gaps, 
and lack of networking or mobility of personnel”.96 This reflects 
issues of policy coherence and institutional capabilities, which the 
ESG group argued was reducing the effectiveness of current policy 
initiatives in Ireland (pp. 64-65). 

This points to the need for some form of overarching body 
which can adopt a strategic approach to the development of the 
Irish innovation system, and which has sufficient power to alter 
expenditure priorities and agency remits. This is hinted at in the 
suggestion by the ESG for ‘Technology Ireland’ and welcome 
progress has been made in this direction with the establishment of 
the inter-departmental group for SSCI. Issues remain in this area, 
however, and we recommend that alongside the expenditure 
increases suggested earlier some benchmarking activity is 
undertaken comparing NSI governance in Ireland to international 
best practice.  

At a more local level the capabilities of specific organisations 
will also need to change. Concerns about the delivery capability of 
the industrial development agencies as their agendas move 
increasingly towards supporting R&D have been mentioned earlier. 
Similar concerns may also be registered about the HEIs as they are 
asked to further expand and develop rapidly their research and 
commercialisation activities. In both cases considerable institutional 
investment and restructuring is likely to be necessary involving both 
staff re-training and recruitment and we recommend that 
consideration is given to both issues in future strategic planning 
exercises.  

96 Source: OECD (1999), p. 10.  
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20. PRODUCTIVE 
SECTOR 

Strong growth over the recent past has been generated through 
the excellent performance of firms in many sectors. However, there 
is substantial heterogeneity across sectors with some growing 
extremely rapidly while others are not performing well. In general it 
must be the aim of policy to best utilise the resources of the 
country and this means that resources that are locked-up in 
declining sectors should be released for use in growing sectors, 
which inevitably carries some restructuring costs. Especially in the 
case of human resources workers will only be able to make the 
transition from a lagging to a growing sector if they have the 
required skills. Thus the investment in training and education 
outlined in the human resources chapter above has an important 
role to play. Experience from other countries shows that supporting 
lagging industries slows down the transition towards better 
economic performance. Thus rather than supporting lagging 
sectors, support should be given to restructuring measures. 

An important development in the changing structure of the 
economy is the growth of services. Basic manufacturing, not just in 
traditional sectors but also in high-tech sectors is coming under 
increasing pressure due to a lack of cost competitiveness. 
Movement of economic activity towards un-traded and especially 
internationally traded services has to date compensated for any 
negative impacts from this development. For the future, economic 
growth will see a greater emphasis on growth in traded services, 
though high-tech manufacturing will still remain very important to 
the future prosperity fo the country. This shift in emphasis, with a 
greater role for the services sector, needs to be reflected in general 
industrial policy and in human resource development. A further 
notable development has been the strong growth of construction 
which, as was outlined above, is having a negative impact on other 
sectors, which when the building boom eventually comes to an end 
will face significant adjustment costs. 

The rationale for public intervention in the provision of 
infrastructure, education and training and R&D is established 
through the public good qualities that characterise these 
investments. When it comes to the various activities that are aimed 
at supporting the productive sector we adopt a different approach. 
Thus, need or importance in itself does not justify public 
investment. Rather, the case for public intervention has to be made 
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on the basis of market failure; otherwise a case could be made for 
public intervention in all productive sector activities.  

 Structural difficulties in an industry do not mean that there is 
market failure, as these structural problems may simply be due to 
changes in the competitiveness of that industry arising from 
international market conditions. Indeed well functioning markets 
may expose structural weaknesses more readily. With the growth of 
the economy over the last decade and a half, wage rates have 
increased in response to increasing demand for labour. In this 
respect it is useful to keep in mind the steady change in the 
internationally tradable side of the economy towards the services 
sectors and the high-tech manufacturing sector and away from the 
traditional manufacturing and primary sectors. As a consequence of 
the overall economic success of the country, some sectors have 
become uncompetitive. Devoting public resources to supporting 
such sectors would be inefficient as public funds have to be raised 
through taxes, thereby raising the overall tax burden. Rather than 
devoting public funds to supporting declining sectors they should 
be re-directed to investment areas with good growth prospects.  

If a market failure cannot be identified in any aspect of the 
productive sector there is no justification for public intervention. 
The nature of that market failure should determine the nature of 
the intervention and the length of time over which the intervention 
needs to be in place and the interventions can be classified into 
public good, corrective pricing, or targeted interventions. This 
distinction is important since, for example, a targeted intervention 
should only be in place for a limited period. Thus, for example a 
targeted intervention may be required to stimulate a particular 
activity, which is currently not taking place because private agents 
lack sufficient information. Once the intervention overcomes this 
information deficit it will no longer be required. 

This approach necessarily limits the role of public intervention 
in the productive sector and therefore the range of activities 
reviewed here. In an era of full employment and rapid growth, 
substantial public sector involvement in the productive sector 
appears inappropriate. Rather, the role for Government is to create 
the right environment within which the productive sector will 
flourish and resources are allocated efficiently. The proposed 
investment in the key growth drivers, such as infrastructure, human 
resources and research and development, proposed in this study 
will be vital in improving the operating environment for the 
productive sector. These investments by and large will yield a higher 
return, as they are there for the wider economy rather than a few 
selected sectors. Nevertheless, there are some important areas 
where continued public investment is warranted.  

Overall, the sectoral coverage of the supports to the productive 
sector under the current NDP is interesting. The sectors specifically 
covered are agriculture, forestry and fishing, food, tourism and the 
film industry. In quite a number of these sectors the prospects are 
not bright and, as a result, further investment may not always 
produce a reasonable return on public funds. Perhaps a more 
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appropriate approach in the next NDP would see the prioritisation 
of sectors with good future growth prospects.  

ENTERPRISE STRATEGY GROUP REPORT 

The most important report on the development of the Irish 
productive sector is the Enterprise Strategy Group Report – Ahead 
of the Curve (2004). This report highlighted a number of challenges, 
which need to be met if living standards are to continue improving. 
These challenges include: 

• globalisation, 
• increasing cost base, 
• declining corporate tax advantage, 
• average performance of indigenous enterprises, 
• EU enlargement, 
• demographic change, 
• changes in EU policy (State aid). 
• environmental issues. 

 

Furthermore, major changes including the shift towards services 
and the growing importance of knowledge as a driver for economic 
growth will shape the future economic development in Ireland. 

The report identified internationally traded services, such as 
education and software development, as having high potential. 
Furthermore, new areas franchise management, intellectual property 
management, and  eClinical trials could also prove useful niches. 

Importantly, the report highlighted that Ireland’s strengths 
currently lie in the areas of production and operation. This reflects 
the heavy orientation towards manufacturing FDI in the past, 
where R&D and other strategic capabilities were centred in the 
HQs of the organisations. However, as continued FDI is uncertain, 
and indigenous firms have underperformed, possibly due to low 
degree of outward orientation, it will be necessary to develop the 
other important areas of business development such as developing 
international marketing and sales expertise, and world-class product 
and services development.  

Product and market development will need to become a 
stronger focus, since in a globalised world competition is increasing, 
requiring more attention to market development. With the move 
towards a high wage economy, Ireland will only be successful if 
high-value products and services are developed. 

This will inevitably require the appropriate skills mix to be put in 
place. In this respect it is not only the education system that will be 
important but also the State agencies that support business 
development which will need to facilitate the broadening of 
expertise. In particular the report recommends that: 

• Establish within Enterprise Ireland special sections to 
promote marketing and product development. 

• Increase applied R&D funding. 
• Enterprise networks. 
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Cost competitiveness will also be important. In this respect the 
report identified low production costs, and a high level of 
infrastructure, innovation and entrepreneurship and management 
capabilities as essential conditions for business. It argues that cost 
competitiveness can be supported through increased competition, 
regulation and proper workplace incentives. Furthermore, the 
report recommends that the attractive taxation regime be retained 
and Government be agile and effective. 

 
 The primary sectors of agriculture, forestry and fishing have 

traditionally been important to the economy. Overall however, 
primary production has steadily lost importance. This trend follows 
the well-known pattern of economic development of countries that 
starts with a heavy emphasis on primary production, that 
subsequently declines in importance as other sectors grow which 
typically produce higher value added. 

20.1 
Agriculture 

Forestry and 
Fishing 

While agriculture, forestry and fishing account for less than 6 
per cent of total employment and about 4 per cent of GDP their 
role in the more remote parts of Ireland remains important in 
relative terms. Developments in these sectors, therefore, play a 
significant role in rural development and some intervention may be 
justified on those grounds. 

In general it is difficult to conduct a review of the various 
schemes without simultaneously considering the whole common 
agricultural policy, which dominates the developments in agriculture 
and forestry, which is beyond the scope of this report. 
Consequently, a very narrow range of measures, that were part of 
the current NDP are considered here. A similar point applies to the 
fishing industry, which is dominated by the Common Fisheries 
Policy. 

 
 In the case of agriculture in particular the sector has attracted 

substantial subsidisation over many decades. Much of this 
subsidisation was aimed directly at supporting production rather 
than dealing with any structural problems within the sector. The 
indirect objective of much of public policy has been to support 
farm incomes, with the effects on output being of secondary 
importance. However, the recent reform of the Common 
Agricultural Policy, through the decoupling of subsidies from 
production and the introduction of the single farm payment, is 
likely to have a significant impact on the sector. This change in 
policy has made explicit the link between public support and 
income. To the extent that the bulk of public support for the sector 
has an income support objective it does not belong in the National 
Development Plan, rather being part of the role of the State in 
providing income support and is, therefore, not considered here 
(because it is not aimed at making a permanent difference to 
productive capacity).  

20.2 
Agriculture 
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International competition is becoming increasingly important 
not only outside of the EU where EU produced agricultural outputs 
have competed largely with the help of export subsidies, but also 
within the EU since trade negotiations have resulted in increased 
access to the EU for overseas producers. As increasing competition 
comes from countries that are less developed than Ireland, with the 
consequent cost advantages particularly with respect to labour and 
land, Irish agriculture is becoming less competitive especially as the 
CAP regime has resulted in slow structural change in the industry. 

Consequently, the outlook for agriculture is relatively poor, and 
the sector’s share in national output will continue to decline. Full-
time farmer numbers have steadily declined and are projected to 
continue on this path. For example, the Agri Vision report (Agri 
Vision, 2004) projects, that viable farm numbers will decline by 22 
per cent between 2002 and 2015. The decline in full-time farmer 
numbers should result in significant structural change, which is 
necessary if the sector is to have a satisfactory future. However, as 
many farmers continue to farm on a part-time basis this structural 
change remains elusive. Agricultural employment continues to 
decline correspondingly, as is shown in Figure 20.1, which shows 
that agricultural employment has declined by one-third since 1990. 
Over the period 1990 to 2003 agricultural output barely grew with 
an average annual growth rat of 0.1 per cent.  
Figure 20.1: Employment in Agriculture (ILO Basis) 
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CURRENT ACTIVITY 

A range of measures targeted at the agricultural sector have been 
part of the current NDP covering a wide range of issues.97  
 
 

97 The CAP Rural Development Measures were not in the Operational 
Programmes. Here we specifically do not consider the Common Agricultural 
Policy interventions. The CAP can by in large not be considered an investment e.g. 
Disadvantaged Areas. While the early retirement scheme may yield some benefits 
in restructuring the sector it is largely a redistributive scheme. 
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General Structural Improvements 

The General Structural Improvements comprised six sub-measures: 
• Installation Aid for Young Farmers. 
• Farm Waste Management. 
• Improvement in Dairy Hygiene Standards. 
• Improved Animal Welfare Standards. 
• Animal Carcass Disposal. 
• Development of Grain Storage Facilities On-Farm. 

 

A number of these measures, such as Installation Aid and Farm 
Waste Management, have been in place in some form or another 
for some time, however, it is nevertheless useful to consider the 
objectives and rationale of the measures. 

The Installation Aid sub-measure provides a one-off subsidy to 
young farmers who take over a farm. The eligibility criteria set a 
maximum age, minimum qualifications, and minimum farm size. As 
such it appears to support structural change in the industry by 
helping farmers with higher qualifications to improve 
competitiveness. However, it is not clear to what extent the 
measure is successful in providing an incentive for young people to 
enter the agricultural sector who would not have done so anyway, 
and to what extent it acts as an incentive to develop the required 
qualifications.98 In other words, the measure is likely to have high 
deadweight and is, in effect, largely redistributive in nature.  

Agricultural waste, mainly animal manures, represents the largest 
arising of waste in Ireland. The EPA’s National Waste Database 2004 
indicates that a total of 60.2 million tonnes of such waste arose that 
year, compared with 25.1 million tonnes on non-agricultural waste. 
Organic agricultural waste has value as fertiliser, and is mainly 
disposed of by spreading on the land,99 with a proportion subject to 
pre-treatment. Developments such as the Nitrates Directive and 
increasing concerns about impacts of agriculture on water quality, 
however, have highlighted the problematic aspects of land-
spreading of untreated waste. In this context there have been calls 
to promote pre-treatment of the waste, via the use of anaerobic 
digestion.100  

The farm waste measure provides grants to farmers to build farm 
waste storage, silage storage, livestock housing and the purchase of 
mobile equipment for the disposal of farmyard manure. Thus, it 
addresses important aspects of livestock production that could have 

98 There may well be an economic return but it does not accrue to the wider 
economy, but is captured by the young farmer who in any event may have taken 
over the farm. It is unlikely that important life decisions are influenced in any 
substantive way by a payment of just under €10,000. 
99 The 2004 National Waste Database records that a 2005 ruling by the European 
Court of Justice indicated that agriculture manure spread on land may be 
considered not to be waste, if certain criteria are met. 
100 See Curtis, J., Anaerobic Digestion: Benefits for Waste Management, Agriculture, Energy, 
and the Environment, Discussion paper by the Strategic Policy Unit of the EPA, 
January 2005, for a concise treatment of the issue. 
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a significant environmental impact. The implementation of the 
Nitrates Directive, which among other things places restrictions on 
the timing of slurry application and the required land area for the 
disposal of the waste of a given number of livestock, has a direct 
impact on the requirement for on-farm storage of farm waste.  

The facilities provided through this measure are necessary to 
protect the environment and demand for them is further increased 
by the Nitrates Directive. This however, is not sufficient 
justification for the continuation of this measure. Farm waste 
storage infrastructure and spreading equipment are required for the 
proper operation of a livestock enterprise in the same way as waste 
facilities are necessary for example in the chemicals industry. In the 
latter the provision of such facilities is left to the private sector and 
enforced through regulation. Agricultural waste arises from the 
production activities of farmers, and as such the Polluter Pays 
Principle should apply.101 Its disposal should be the responsibility of 
its producers, with regulation to ensure environmental impacts are 
within acceptable parameters. Thus in principle there is no 
justification for public subvention of treatment and disposal of this 
waste.  

Apart from allowing farmers to adhere to proper environmental 
standards, which clearly have a benefit for the wider public, these 
facilities have a significant private return as they allow higher 
productivity through better livestock management, thereby 
suggesting that deadweight is likely to be high.102 Furthermore, this 
measure has been in place in some form for decades. It is therefore 
difficult to see where the demand for this measure should come 
from. This point is underlined by poor progress in the measure 
under the current NDP.103

Both the Improvement in Dairy Hygiene Standards and Improved 
Animal Welfare Standards sub-measures address concerns that could 
also be addressed through effective regulation and are therefore 
poor value for money. However, the Animal Carcass Disposal is 
warranted since following the emergence of BSE in cattle the cost 
of disposal of fallen animals has increased substantially. In order to 
safeguard public health it is important to ensure the safe disposal of 
fallen animals. 

Given the discussion so far it is particularly difficult to 
rationalise the inclusion of the Development of Grain Storage Facilities 
sub-measure as the benefit of these facilities is completely captured 
by the farmer and indeed this measure is aimed at a relatively 
commercial sub-sector.  
 

101 It is important to note that most other commercial sectors have to pay the 
economic cost arising out of waste created, it is, therefore, difficult to see why 
agriculture should be exempted.  
102 The return arises out of reduced poaching damage to grassland, and ease of 
management, which is particularly important to part-time farmers. 
103 The foot and mouth outbreak is blamed for the poor uptake, but given that this 
can only have impacted for less than 12 months, FMD is unlikely to be responsible 
for the poor overall take-up. 
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Alternative Enterprises 

Diversification must be an important goal of the industry as it 
appears uncompetitive under the current structure and policy 
regime. However, in many cases there is a high return from the 
investment, which suggests that subsidies could have high 
deadweight Under this measure, however, a number of well 
established sub-sectors such as potato growing is being aided. Thus, 
the targeting appears to be poor. In general, one would expect 
private finance to be available to carry out investment in more 
profitable segments of the market.  

The organic sector development sub-measure appears to have 
the potential to address a genuine market failure in the sense that 
the conversion from ‘conventional’ to organic farming is likely to be 
associated with initial loss in income. However, farmers must have 
completed the transition to organic before qualifying for aid under 
the development of the organic sector measure. For this reason, we 
note that there is a significant element of deadweight attached to 
these schemes, as the eligible recipients are likely to be in a position 
to undertake the required investment without this targeted 
intervention. This measure may, therefore, benefit by a change in 
the eligibility criteria such that farmers that are in the process of 
converting to organic farming become eligible. 

Services for Agricultural Development 

Finally this measure provides an important service as it supports the 
restructuring of the industry and increases the human capital of 
farmers. However, this is current expenditure, which does not fit 
well within an NDP. The second sub-measure, which provides a 
subsidy for the farm relief service constitutes a direct subsidy to a 
commercial operation with no obvious market failure., and 
therefore is hard to justify. 

RECOMMENDATION 

Much of the current activity is hard to justify on economic grounds 
and appears more aimed at redistribution than at addressing any 
identified market failure. On that basis there is little justification to 
continue the majority of the measures. It might, however, be useful 
to re-orientate some of the activity towards meaningful 
environmental improvement that would have genuine public good 
qualities and cannot be achieved through regulation.  
 
 Development of the forestry sector has been constrained through 
the heavy subsidisation of the agricultural sector over many decades 
(see Barrett and Trace, 1999). While some research shows that the 
long-run return to farmers from forestry exceeds that of other 
enterprises on the poorer soils or against the less profitable cattle 
and suckler enterprise, the reform of the CAP may erode this 
advantage resulting in a reduction of the total area that will be 

20.3 
Forestry 
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afforested (Bacon et al., 2004). This may have a significant negative 
long-run impact as it may render further processing plant 
unprofitable.  

Overall, employment in forestry has declined by almost one-
third since 1990, which is similar to the decline suffered in the 
agricultural sector. However, unlike the agricultural sector there has 
been reasonable output growth of 3.2 per cent per annum since 
1990. Thus, labour productivity in the sector has increased by 6 per 
cent per annum. 

CURRENT ACTIVITY 

Generous grants are available for the planting of forestry and 
forestation targets were set in the 1996 Strategic Plan – Growing for the 
Future. These targets have not been met, which undermines the 
viability of a competitive processing sector. Furthermore, the 
species mix which had been envisaged has not materialised (see 
Bacon et al., 2004). Concerns have been raised that forestry 
management has been poor resulting in lower long-term returns, 
which might further discourage forestation.  

Through the afforestation grants the sector is receiving a very 
substantial level of support. Indeed, the Review and Appraisal of 
Ireland’s Forestry Development Strategy Report (Bacon, 2004) estimates 
that in order to generate €100 grower income requires a support 
payment of €121.6.  

Activity under the current NDP was confined to three sub-
measures. The first of which was aimed at improving the quality of 
forests could be justified as it deals with an externality that may 
otherwise not be addressed. Given the concern about the poor 
management of forests this sub-measure is further justified as 
quality improvement can only be achieved through better 
management.  

The second measure provided support for the purchase of 
harvesting machinery, which was aimed at growing harvesting 
capacity in order to increase output from the sector. This sub-
measure cannot be justified on economic grounds as the returns to 
this investment are captured entirely by the woodland owner, 
implying 100 per cent deadweight in the absence of any market 
failure. It is therefore important to note that the measure has been 
suspended. 

Finally, the forestry roads sub-measure is aimed at improving 
access for forest plantation development, maintenance and fire 
protection. As with the harvesting machinery sub-measure it is 
difficult to justify this measure as the benefits are almost entirely 
captured by the woodland owners. While these roads may be 
necessary to maximise the return on the investment in forests, it is 
the forestry owner who reaps the benefits from the investment. 
Failure to thin and maintain crops due to low or even negative 
returns to this activity is not market failure since the long-run 
benefits to the woodland owner are significant. The only externality 
would arise if these forest roads were open to the public for 
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recreation e.g. walking, cycling etc. Thus, if any support through 
this measure is to be maintained a condition of granting resources 
should be access rights to the public. 

RECOMMENDATION 

The forestry industry makes a wider contribution to rural 
development. It currently attracts substantial subsidies, which 
however, have not been sufficient to achieve planting targets. The 
subsidisation regime should be kept as transparent as possible to 
allow potential planters to properly evaluate the long-run income 
streams from forestry. This provides a further rationale to limit 
public interventions through the NDP to those, which actually 
address market failures. 

Most of the current activity under the NDP has been targeted at 
investment areas with high deadweight and no or very little market 
failure rationale. These sub-measures should be scrapped and 
instead the focus should be on improving the quality of woodland. 
This, apart from supporting the improvement of the species mix so 
that the industry better meets the demand for timber, would also 
have a significant positive impact on the amenity value of forestry 
and thereby support the development of tourism. 

 
 As with tourism it is difficult to define the marine industry using 

the conventional industrial classifications since it incorporate 
diverse activities such as fishing, aquaculture, marine transport, 
energy exploration and tourism. Consequently, investments under 
the current NDP are found in a number of Operations 
Programmes (OPs). For example, the sports angling component is 
found under the tourism product development measures while 
marine transport fits most usefully into transport infrastructure. 
This is also reflected in this report so that R&D, Infrastructure and 
Human Resources issues are covered in other chapters. 

20.4 
Fishing and 
Aquaculture 

Notwithstanding the difficulties in measuring the contribution 
of the sector it is possible to quantify sub-sectors such as fishing 
and aquaculture, which are the target sub-sectors of the NDP 
interventions, which have not been covered elsewhere. It is 
therefore useful to briefly review the performance of these two sub-
sectors. While aggregate numbers are readily available these mask 
the geographic distribution of the sector, which of course is largely 
confined to coastal areas (there is some inland fisheries activity). In 
particular, the activity of the fishing and aquaculture sectors is 
concentrated in more remote coastal communities so that the sector 
makes a significant contribution to rural development. 

Overall, employment in the fishing industry is quite variable but 
there appears to be a long-run downward trend (see Figure 20.2). 
However, output has increased by an average of 5.6 per cent per 
annum between 1990 and 2003, which while lower than the average 
growth for the whole economy is nevertheless respectable. Given 
the two trends it comes as no surprise that productivity has grown 
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substantially by just over 12 per cent per annum during that period. 
It is likely that this productivity growth is largely due to changes in 
the fishing fleet, where vessel numbers have declined but there has 
been a significant increase in average size (see Table 20.1). 

Fish processing employment has increased by 28 per cent over 
the period 1991 to 2001 to reach 2,802. However, output did not 
increase more rapidly than employment so that productivity did not 
change over that period. Nevertheless, the fact that industrial inputs 
into fish processing have increased substantially, it appears that the 
industry is changing towards heavier processing. 

The tonnage produced by aquaculture has more than doubled 
between 1994 and 2002 with a particularly strong increase of 
tonnage being recorded for shellfish production. However, the 
average prices received for the output of the sector has decreased 
so that the real value of output only increased by 50 per cent or 6 
per cent per annum which is in line with the performance of the 
fishing sector at large. 
Figure 20.2: Employment in the Fishing Industry (ILO Basis) 
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Table 20. 1: Fishing Fleet 

 1991 2002 
Number of boats  1,436 1,376 

Total tonnage of fishing fleet (tonnes) 52,993 77,888 

Average vessel size (tonnes) 36.9 56.6 
Source: CSO Fisheries Statistics. 
 

The most important policy framework for the fishing sector is 
the Common Fisheries Policy (CFP). The key feature of the CFP is 
that it restricts catches for a wide range of key species, which have 
suffered substantial declines in overall stock size and which are 
under threat from over-fishing. Given dwindling stocks of key 
species and the consequent quotas, which have by in large been 
reduced over time, the overall potential for the industry to develop 
are limited to increasing catches of non-quota species, which 
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however may not find significant appeal in the market place. The 
aquaculture sector is not constrained by quotas but rather by 
environmental considerations which limit the number of suitable 
sites, both from a visual impact point of view and terms of the 
impact on wild species. Thus, the development of the aquaculture 
sector without regarding the potential environmental impact risks 
damaging the tourism sector which particularly in rural areas relies 
heavily on the attributes of the natural environment including the 
key angling species such as salmon and sea trout. 

CURRENT ACTIVITY 

A range of different measures and sub-measures targeted at the 
fishing and aquaculture have been implemented as part of the 
current NDP. 

The Seafood Processing measure is aimed at growing and sustaining 
the seafood processing sector by promoting increased value added 
at an early stage of production, ensuring optimal utilisation of raw 
material supplies and developing companies with the strength to 
become internationally competitive. The Seafood Marketing 
programme is aimed at enabling the industry to take advantage of 
the buoyant market for seafood products, through market research 
and the improvement of the marketing capabilities of seafood 
processors. In line with the recommendations on tourism marketing 
it can be argued that this measure is justified if targeted at the SMEs 
in the sector. While SME’s are important in the sector there are 
important differences between this sector and the tourism sector in 
that in this case companies will need to market their own product 
rather than market the attributes of Ireland as a tourist destination. 
Thus, the benefits of marketing are captured by firms directly. The 
processing measure is only justified if finance for the sector was for 
some reason unavailable. This is unlikely to be the case if a proper 
business case can be made. Thus deadweight is likely to be high.  

The aim of the Sea Fisheries Development priority is to modernise 
the fleet of vessels while at the same time encourage vessel 
decommissioning. These aims are clearly conflicting since on the 
one hand, vessels numbers are to be reduced in order to adjust the 
fishing effort downwards while on the other hand, a measure is in 
place that aims to renew and modernise the fleet to among other 
aims increase operational efficiency. While the adjustment to fishing 
effort is justified since this contributes to the environmental goal of 
stock preservation, simultaneously increasing the operational 
efficiency of the remaining fleet is likely to undo any benefits gained 
from the other measure. The Renewal and Modernisation measure, in 
common with other measures aimed directly at the private sector, 
may be subject to substantial deadweight. Overall, this priority does 
not make a significant contribution to national economic 
development.  

The Fisheries Harbours/Gaeltacht-Island Harbours measure, which 
was supported under the regional Operational Programmes as part 
of the local infrastructure priority was split into three sub-measures. 
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First, the Fisheries Harbour Improvement sub-measure aimed to provide 
support for the development of fisheries port infrastructure and 
ancillary facilities such as ice plants, auction halls and landing 
facilities. As these facilities are eminently excludable they are not 
pure public goods and as such public support is difficult to justify 
on classic economic grounds. However, since many of these 
harbours are located in remote peripheral regions and thus make a 
contribution to rural development, there is some value to 
continuing some public funding. However, the industry should be 
asked to make a contribution towards the provision of the 
infrastructure and ancillary facilities. 

The Gaeltacht/Island Harbours sub-measure can be justified on 
rural development grounds since it increases access to the remote 
Gaeltacht areas and the islands of the western seaboard. In most 
cases the local communities are unlikely to be able to finance this 
work, which benefits not just locals but also improves access for 
visitors, which will help in the development of tourism. However, 
where the level of utilisation of these resources is high 
contributions to the improvement and maintenance work on those 
facilities should be sought.   

The Aquaculture sub-measure provides grants for private sector 
investment in aquaculture. While it covers collective facilities, it is 
not easy to see what market failure the Aquaculture measure 
addresses, especially as this measure appears to be expensive and 
there are clear private sector returns so that these are likely to suffer 
from deadweight.  

RECOMMENDATIONS 

The prospects for the fishing sector are limited as stocks of the key 
species are limited and quotas apply. While non-quota species may 
offer an opportunity for expansion, these stocks are also limited 
and indeed these species may not find a ready demand in the 
market place. As with almost all commercial activities, public 
subsidisation is difficult to justify except with reference to rural 
development and some limited market failures. 

The measure that passes not only the economic rationale of 
market failure but also supports rural development is the 
Gaeltacht/Island harbours development. The adjustment of 
fisheries effort is also justified, but as another sub-measure is in 
place that appears to counteract the objectives of this measure one 
has to question further investment. The modernisation of the 
fishing fleet and the development of aquaculture measures lack 
economic rationale. Finally, there may be a limited role for support 
for marketing provided it is aimed at the SME sector. 
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Table 20.2: Financial Recommendations 
Measure Recommendation 2006 

(€ million) 
2007-
2013 

Average 
(€ million) 

Services for Agricultural & Rural 
 Development 

 
Same 

 
10.4 

 
10.4 

General Structural Improvement Reduce 63.8 30.0 
Alternative Enterprises Reduce 9.5 6.0 
Forestry Reduce 13.0 5 
Fishery Harbours, Gaeltacht and 
  Islands 

 
Same 

 
12.4 

 
12.4 

Fishery Harbour Infrastructure  Reduce 21.4 10.0 
Aquaculture Development  Reduce 13.5 6.0 
Fisheries Supporting Measure Reduce 2.9 2 
Renewal & Modernisation of the Fishing 
 Fleet  

 
Reduce 

 
1.6 

 
0 

Adjustment of Fishing Effort Same 19.0 19.0 
Total  186.012 106.3 
Note: The 2006 allocation is based on the figures for the NDP and is not directly 
comparable with the MACIF used in Chapter 5. 

 
 Tourism is a major internationally traded service. As such it 
contributes to the export performance of the economy. An 
important aspect of the nature of the tourism sector is that it can 
provide an important stimulus to the economy of the more remote 
rural parts of the country where the range of alternative economic 
activities is more limited compared to urban centres. Thus, tourism 
can play an important role in regional development. In Ireland, 
where tourists are likely to visit for the overall experience of the 
countryside, people and heritage, developing the industry in a 
sustainable manner is important. 

20.5 
Tourism 

The nature of the industry makes precise quantification of the 
contribution of this sector difficult since some of the activity of the 
sector could be classified into other sectors and since there are 
significant input-output linkages to other sectors. Notwithstanding 
these difficulties it is possible to sketch out some important trends 
in the industry.  

Employment in hotels and restaurants has increased by 13,200 
between 1998 and 2005, which equates to an annual average growth 
rate of just under 2 per cent. Compared to the national employment 
growth of over 4 per cent across all sectors over the same period 
this performance is quite modest. Of course this comparison does 
not shed light on the output of the sector, which given the 
measurement issues indicated above might, best be measured in 
terms of numbers of visitors from abroad and their expenditure in 
Ireland. As Figure 20.3 shows, Ireland expanded bed capacity by 
100 per cent in a decade and a half, which far exceeded the 
expansion in all other EU countries. Over the same period visitor 
numbers increased by 114 per cent, suggesting that over that period 
occupancy rates must have been increasing. Of course, the time 
period chosen in this comparison is relatively long. Consequently, it 
is also useful to consider developments in the recent past. 
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Figure 20.3: Change in Bed Capacity Between 1990 and 2004 
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According to CSO data visitor numbers have increased on 

average by 2.5 per cent per year over the period 1998 to 2004 while 
tourism expenditure has increased by 2.1 per cent per annum in real 
terms over the same period.104 These statistics suggest that the 
tourism sector is not going through a particularly dynamic period, 
which is a marked contrast to the performance of the sector 
internationally. For example, in all of Europe tourist arrivals grew 
by almost 4 per cent per annum between 1995 and 2004. This 
signals heavy competition and falling market share for the Irish 
tourism sector. A further indicator of the modest performance of 
the tourism sector comes form the balance of payment statistics, 
which identify tourism exports. They have grown by just 2.9 per 
cent per annum between 1998 and 2004, which compares badly to 
an annual growth rate of 40.0 per cent for business services. 

Overall, then the recent performance of the sector has been 
relatively poor when compared to many other sectors. Falling 
market share is likely to have many reasons. These include lack of 
cost competitiveness, opening-up of more exotic destinations and 
poor product development relative to key competitors. While some 
of these factors are at least to a large extent out of the control of 
the sector, many of the relevant issues relate to failings within the 
industry.  

The exceptional performance of the Irish economy has resulted 
in high non-traded inflation which impacts heavily on the tourism 
industry since many of these internationally un-traded services make 
up a significant component of tourist consumption.105  

 
 

104 This figure refers to total expenditure by overseas visitors and is derived using 
data from the CSO Database Direct service. The price deflator used is the 
harmonised CPI. 
105 They are un-traded in the sense that they have to be consumed within Ireland.  
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TOURISM POLICY REVIEW GROUP REPORT 

In 2003 a major review and strategy of the tourism sector was 
published (Tourism Policy Review Group, 2003). It highlighted that 
tourism had been one of the most important and successful 
indigenous sectors of the economy. It also noted that growth in the 
industry had slowed over recent years. The industry is particularly 
important since it is broadly based and contributing to the activity 
in many sectors. 

In general the prospects for the sector worldwide are expected 
to be very positive with substantial growth in tourism arrivals 
predicted. What the report did not point to is the fact that growth 
in Europe is expected to fall short of that of other regions, a view 
that is supported by recent research (see Papatheodorou and Song, 
2005). 

The assessment of the sector concluded that the industry is 
strong but at a turning point, in the sense that it faces a major 
competitiveness challenge. The report pointed to falling margins 
and unused capacity, which could affect future investment. It 
highlighted the urgent need for investment in transport 
infrastructure and greater investment in human resource 
development. 

The report accepted the reduced role of public finance in the 
industry and asserted that a successful tourism industry will be self-
reliant in future. This will require a new strategy to be followed, 
which has the following key components: 

• Clear vision of where the industry wants to go. 
• An understanding of the forces impacting on the industry. 
• Establishment of challenging targets. 
• Enhanced capability to innovate. 
• Implementation framework. 

CURRENT ACTIVITY 

Under the current NDP a number of measures have been 
implemented that address issues in the tourism sector. These are 
scattered in a number of Operational Programmes depending on 
the target areas. As some of these are addressed elsewhere this 
section concentrates on the remaining measures. These are Tourism 
Product Development and Tourism Marketing. 

The Tourism Product Development measure is part of the Regional 
Operational Programmes and has a number of aims including the 
development of major tourist attractions, special pursuit interests, 
tourism, environmental management, angling and marine tourism. 
The initial slow progress of this measure has been addressed, but 
this itself does not provide sound evidence that there will be a high 
return to the investment.   

The second measure relates to tourism marketing, which was 
funded under the Productive Sector OP. In general the marketing 
programme was aimed at addressing a market failure in that it was 
specifically aimed at SMEs where there is a likelihood, due to their 
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small size, that firms are not able to market their products 
internationally. Thus, there is justification for continued funding of 
the measure. With regard to tourism, the fragmented nature of the 
sector still argues for public intervention in marketing.  

One new area of investment, which is proposed by the 
Department of Arts, Sports and Tourism, is the development of a 
large convention centre. It is argued that this will have significant 
impact as it would attract large numbers of visitors who currently 
do not come to Ireland as the major conventions are held in other 
countries with better facilities. This could help existing suppliers of 
accommodation increase their bed-occupancy rates. 

RECOMMENDATIONS 

Tourism Product Development  

As was highlighted above, the performance of the sector is 
relatively modest and in this respect one could reasonably argue 
that product development is needed in order to achieve greater 
competitiveness and growth. However, one could also argue that if 
the prospects of the sector are poor, spending scarce public 
resources on developing products, the demand for which is going 
to be low, is not warranted. In general it is not clear why the State 
should support the product development in any sector directly. The 
market failure that might justify such involvement centres on the 
preponderance of many small and medium-sized enterprises in the 
sector, which on their own may not be able to develop the tourism 
product. It is this lack of co-ordination between small enterprises 
that should be the focus of public intervention. Rather than making 
available resources for the development of a particular product, the 
enterprises in particular areas should be incentivised to develop 
their shared tourism product on a collaborative basis. This will 
result in a significantly higher return from any public investment, 
which in any case should be matched by resources from the main 
beneficiaries minimising deadweight. 

It should be noted here that in Chapter 23 we recommend 
substantial investment in sports and art infrastructure, which apart 
from serving the domestic market will also have an important 
spillover effect for tourism. In order to maximise the benefits of 
that investment, the facilities provided or improved through this 
investment should be incorporated into product development 
strategies. 

Tourism Marketing 

It is recognised that the industry already spends substantial 
resources on marketing their product. Nevertheless, since the 
marketing measure addresses a market failure it can be justified. 
However, efforts need to be made to reduce this market failure 
which arises by encouraging the SME’s in the industry to organise 
themselves better. In order to encourage this and minimise 
deadweight, matching funds for the marketing measure should be 



274 EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

sought from the SME segment of the industry, which would have 
the added benefit of increasing the overall budget available for 
marketing. It is recognised that given the substantial and positive 
North-South co-operation on marketing such changes may not be 
straightforward, but since the proposal is not to cut the total funds 
available for marketing but rather change the sources of where the 
funding comes from these changes should be possible without 
breaking binding agreements with the Northern partners.  

Convention Centre 

The development of the convention centre in Dublin may have a 
high return. However, this needs to be assessed through a thorough 
cost-benefit analysis. As capacity constraints in the construction 
sector are likely to exist going forward and with continuing high 
demand for infrastructure and housing, not just from the public 
sector but also from the private sector, this development should not 
receive high priority. However, once the major infrastructural 
projects are coming to an end this project may prove attractive. 
Consequently, some preliminary planning should be carried out so 
that this facility will be well integrated with the new transport 
infrastructures in Dublin. 
Table 20.3: Financial Recommendation  
Measure Recommendation 2006 

(€ million) 
2007-2013 
Average 

(€ million) 
Tourism Marketing Reduce  40 30 
Tourism Reduce 5 2 
Tourism and Recreational 
Angling 

Reduce 1 0 

Total  46 32 
 
 While the success of the Irish economy over the last fifteen years 
owed much to Foreign Direct Investment (FDI), the indigenous 
sector also plays an important role in the Irish economy. Attracting 
internationally mobile investment across the world to Ireland is 
likely to become more difficult for a number of reasons. First, with 
globalisation and continuing reductions in trade barriers, market 
access is becoming less important as a determinant for FDI. This 
implies that international competition for FDI is increasing. 
Second, as the Irish economy has grown substantially over the last 
decade and a half, cost competitiveness, particularly with regard to 
wage levels, has diminished. Finally, as FDI predominates in some 
sectors, these sectors are particularly dependent on developments 
such as tax laws and macroeconomic fundamentals in competing 
countries, which are outside the control of the Irish Government. 
Given these developments, industrial strategy should aim at 
developing a more diverse portfolio of enterprises, by developing 
indigenous enterprises, while still seeking to attract quality 
multinational employers. 

20.6 
Enterprise/ 

Industry 
Development 
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A variety of other supports have been provided either for 
specific sectors (food sector, film industry), types of enterprises 
(micro-enterprises) or geographic areas (Gaeltacht). Again the 
rationale for such interventions must be that they address specific 
market failures. 

CURRENT ACTIVITY 

As part of the supports for indigenous industry marketing is a key 
priority in the current NDP. The rationale for this is based on the 
high proportion of SMEs among indigenous businesses, which may 
not have developed adequate marketing expertise. This is likely to 
be a particular problem in more peripheral regions where market 
access is already more difficult due to their location. In addition to 
the general marketing measure and the sector specific measures on 
tourism and the seafood sectors, there is a specific focus on the 
food sector, for which the same rationale ought to apply implying 
that the focus must be on SME’s since larger enterprises should 
have the resources and capabilities to carry out their own 
marketing. 

Apart from marketing the priority also supports the 
development of SME’s by improving their in-company strategic 
planning capabilities by facilitating a review of operations and the 
adoption of efficiency enhancing work practices. Furthermore, 
financial support for enterprises through equity participation and 
Seed and Venture Capital Funds has been provided to aid business 
development and facilitate expansion. In the case of indigenous 
industries the venture capital measure performed well. Since highly 
risky projects may exhibit positive externalities there are some 
arguments for enhancing this sub-measure. Regional Networks, 
which are aimed at building the capacity of firms, were supported. 
Networking encourages knowledge transfer between businesses and 
diffusion of best practice increasing competitiveness and growth. 
Finally, Dedicated Support Services at a sectoral level such as the 
Crafts Council was aimed at increasing specific skills. 

The stimulation of entrepreneurship through support for the 
micro-enterprises is practiced in many countries. The rationale is 
that all firms start small and, particularly in rural and peripheral 
parts of the country, the number of firm start-ups is low thus 
limiting the potential economic growth. The Micro-enterprise measure 
aims to support micro-enterprises through selective financial 
interventions. This will support employment, albeit at a very small 
level, and could help in diversifying the enterprise structure of the 
regions. As business start-ups require some entrepreneurial skills 
the measure also aims to develop these skills through targeted 
training programmes and mentoring. Overall, the micro-enterprise 
measures were performing well both in financial and physical terms. 
However, the overall impact of this measure is likely to be small. 
Finally, specific sub-measures targeted at indigenous industry in 
Gaeltacht areas through financial support and the provision of land 
and buildings have been in place. Support for land and buildings 
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produces a very low return and was eliminated elsewhere. Support 
under this measure should be ended whereas the financial grants 
should be maintained. 

Apart from getting support under the current NDP, the Film 
Industry sector was also funded through the tax system. Thus, the 
sector has received substantial funding. Having provided incentives 
for the “infant” industry, total public provision should be less 
generous moving forward. As the stimulus has been given to the 
industry to get it started it is time to phase it out. Further support 
for the industry should be part of broad support for cultural 
activities. The industry should then compete against other cultural 
activities to attract future funding. If, as is indicated by the 
Department of Arts, Sports and Tourism, the film industry requires 
indefinite capital support and incentivisation, support for this 
industry should be seriously questioned, since this industry will 
absorb resources that could be used by other industries that will not 
need ongoing support, resulting in substantially higher returns. The 
key issue is not whether an industry achieves a net return but how 
this return compares to other industries. This approach, providing a 
more competitive environment for support, is in character with the 
recommendations we have made for other measures in this and 
other chapters. 

While prospects for the attraction of significant FDI may have 
diminished somewhat over recent years, this source of investment 
continues to play an important role. FDI was supported under the 
current NDP through Capital Grants, Employment Grants, Equity 
Participation, and R&D capability grants. The focus of the Capital 
Grants is aimed particularly at regional development especially in 
Objective 1 regions, by funding further expansion of existing firms 
and attracting new ones. Employment Grants are particularly relevant 
for internationally traded services firms which require considerably 
less capital investment than manufacturing firms. As with the 
indigenous sector the State can also participate in equity terms in 
multinational businesses, which is particularly useful in emerging 
sectors where investment is risky but may have particularly high 
returns in the long run. Finally, in keeping with the general aim of 
increasing research and development effort, R&D Capability Grants 
have been available in order to encourage existing multinational 
enterprises to upgrade the operations carried out in Ireland. This 
appears to be an important measure since basic manufacturing is 
unlikely to have a long-term future in Ireland as the cost structure 
for such activities disimproves. Thus, these activities need to be 
replaced with higher level strategic activities. 

Most sub-measures under FDI did not perform well during the 
years 2000 to 2002. An exception is the sub-measure on capital 
grants. There may be several reasons for this. Concerning R&D, it 
can be shown that foreign-owned companies do most of their 
research in the home country. Second, the Irish national innovation 
system may be too limited, so that the companies do not avail of 
grants. Therefore, it could be better to reduce  the research grants 
under FDI and raise the funds for other grants or to support 
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networks on R&D between foreign owned and indigenous 
industries. It is questionable whether employment grants are useful 
when the economy is close to full employment. 

RECOMMENDATION 

The recommendations for funding under the next NDP are shown 
in Table 20.4. The development of enterprises, both foreign and 
indigenous is vital for the success of the Irish economy. Addressing 
market failures and putting in place strategic measures will continue 
to be of high priority. However, as the potential for deadweight is 
particularly high in private sector activities caution needs to be 
exercised and sufficient controls built into schemes. In relation to 
grants to multinational enterprises, safeguards related to 
employment creation and plant survival have been applied for some 
time, which is likely to ensure reasonable value for money. Similarly, 
equity and venture capital schemes, if targeted correctly, are likely to 
address financing problems in emerging sectors, while allowing the 
State to profit from the success of any project. In general targeting 
is important. In the indigenous sector support should be focused 
particularly on SMEs. 
Table 20.4: Enterprise/Industry Development 
Measure Recommendation 2006 

(€ million) 
2007-2013 
Average 

(€ million) 
Seafood Processing Reduce 2.0 1 
Food Agricultural 
 Products 

 
Reduce 

 
9.0 

 
5 

Film Industry Reduce 15.5 0 
Seafood Marketing  Merge – reduce 1.9 0 
Food Sector Marketing Merge – reduce 5.0 0 
Industry Marketing Merge - reduce 11.0 0 
Marketing New 0 10 + industry 

 contribution 
Micro-enterprise Merge 33.4 0 
Gaeltacht Areas  Merge 27.7 0 
Indigenous Industry Merge 55.6 0 
Industry Development New (unchanged 

 funding) 
0 120 

Foreign Direct 
  Investment  

 
Same 

 
98.5 

 
98.5 

Indigenous 
Industry/Foreign Direct 
Investment 

 0 0 

Total  259.6 234.5 
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21. HEALTH 

As in all developed countries, healthcare is an important area of 
Government intervention and the public sector is the major 
healthcare provider in Ireland. Government policy as set out in the 
2001 health strategy entitled Quality and Fairness: A Health System for 
You emphasises the wider concept of health that covers the State of 
physical, mental and social well-being and not just the absence of 
illness or disability. The aim of policy is to promote health gain 
through alleviation of illnesses and disability and other measures 
that improve the quality of life. Furthermore, covering other related 
aspects, the strategy aims to promote social gain, including the 
quality of life of carers, dependents, the elderly and children. 

The health system has been subjected to substantial reforms 
over recent years. Healthcare provision was the responsibility of the 
eight regional health boards starting in 1970, with the Department 
of Health having been responsible for the development and 
execution of health policy. Since 2005 the Health Boards have been 
abolished and replaced by the Health Services Executive (HSE), 
which is charged with managing the health service as a single entity, 
while policy remains the responsibility of the Department of Health 
and Children. The bulk of capital spending in the area is the 
responsibility of the HSE.106  

A substantial proportion of expenditure in the health area is 
current expenditure, which in the strict sense does not constitute an 
investment. However, as an important output of the health system 
is intended to be the improvement of health, one could 
nevertheless make the case that even the current expenditure has 
investment qualities.  

Healthcare expenditure in all developed countries is increasing 
rapidly. This is clear from Figure 21.1, which also provides a 
comparison of health expenditures across EU countries. While per 
capita expenditure in Ireland for 2003 is close to the OECD 
average, a number of countries have substantially higher 
expenditure. Nevertheless, Ireland has achieved the fastest growth 
rate of health expenditure of the EU countries and, if the trend is 
continued, will be close to the top per capita expenditure (excluding 
Luxembourg) in 2007. It should also be noted that almost 80 per 
cent of the total expenditure is public expenditure which is slightly 
above the EU average.  

 

106 The Health Services Executive controls approximately 96 per cent of public 
capital expenditure on healthcare. 
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Figure 21.1: Total Health Expenditure Per Capita Expressed in $ PPP 
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However, expenditure does not necessarily translate into 
positive health status indicators and good healthcare outcomes. 
Nolan and Nolan (2004) show that in a comparison for these 
indicators with other developed OECD countries, Ireland did not 
perform well. For example, in terms of health status indicators, life 
expectancy, birth weight and infant mortality, Ireland ranked just 
14th out of 22 countries. In terms of factors influencing these health 
status indicators, such as road traffic accidents, alcohol and tobacco 
consumption, sulphur-dioxide emissions and immunisation rates, 
Ireland ranks joint last with Japan. Of course this does not 
necessarily imply that the health services do not manage to perform 
well in terms of causes of mortality. However, in this respect 
Ireland also ranks very poorly. Thus, while Ireland has 
outperformed most other developed countries in terms of per 
capita GDP, there remains much ground to be made up in terms of 
improvements in health status, equity and efficiency (Wiley, 2005). 

 
 Despite the high proportion of current expenditure in the 

healthcare area substantial capital investment has also been put in 
place over the last decade. In this respect the current NDP has 
made a substantial contribution. The three broad areas that the 
NDP has contributed to are: 

21.1 
Overview of 

Progress and 
Lessons 

1. Acute Hospitals  

This measure was primarily aimed at expanding and improving 
acute hospital facilities in keeping with health needs. Thus, the 
investment was aimed at reducing waiting lists and supporting 
national strategies on cancer and cardiovascular treatment. A 
second target of this measure, that was not outlined in the original 
programme complement but has appeared in the recent progress 
report, is the provision of facilities to support the new nursing 
degree. 
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2. Non-acute Continuing Care 

The non-acute care measure aims to provide facilities for a range 
of different groups, including the disabled, elderly, the mentally ill, 
at risk children, and the wider community. Given the diversity of 
target groups it is useful to briefly outline the range of facilities that 
were to be provided under this measure. For example, the measure 
provides funding for the provision of new Community Nursing 
Units (CNUs), extensions to Community Hospitals, new Day Care 
Centres and new social centres. This is to provide the additional 
range of supports required to maintain older people within the 
community, refurbish/upgrade the existing building stock and 
provide sufficient specialised services to meet current demands and 
assist in meeting the projected future growth in demand. 
Investment in acute psychiatric units in general hospitals was to 
help eliminate the need for any further acute admissions to old 
psychiatric hospitals. Furthermore, residential facilities designed to 
cater for child and adolescent psychiatric in-patients were to be 
constructed. The main emphasis in relation to childcare and 
protection was on high support units for out-of-control non-
offending children and the upgrading of residential units for 
homeless children and others who are disadvantaged. Finally, the 
measure supported the extension, refurbishment and construction 
of health centres and community care headquarters. 

3. Information and Communications Technology (ICT) 

Under this measure a range of projects to develop intranet 
facilities and resource management systems, are supported. Other 
facilities supported under this measure are integrated IT systems 
that link various departments within hospitals. 

Table 21.1 shows the financial progress of the three measures up 
to the middle of 2005. In total almost €2.4 billion had been spent to 
that point. While both the acute hospitals and ICT measures were 
ahead of target in terms of spending, the non-acute continuing care 
measure suffered poor financial progress. The pattern of financial 
progress is also reflected in the physical progress. Indeed the target 
number of new acute beds was already met in 2002. However, 
progress on facilities for the disabled appears to have been slow. 
Similarly, physical progress on health centres and community care 
headquarters has been slow. 
Table 21.1: Financial Progress 

Expenditure 2000-2005 
             € million 

% of Forecast 
% 

1,633.40 126.9 
538.27 50.4 
203.12 114.5 

2,369.79 93.6 
Source: ESIOP progress report to end June 2005. 
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 In framing recommendations on investment needs for healthcare 
it is important to consider future bed needs. This is particularly 
important since, as was shown above, Ireland has experienced 
substantial population growth, which is projected to continue. 
Ideally, future needs projections should form the basis of all 
recommendations. The focus here is on estimating projections for 
acute hospital bed capacity; the production of projections for all 
aspects of the health service is beyond the scope of this study. The 
report on Acute Hospital Bed Capacity published by the Department 
of Health and Children in 2002 recommended an increase in the 
hospital bed stock of around 3,000 beds. A range of factors, 
including changes in population and hospital service utilisation 
patterns, provide grounds for now revisiting the question of how 
many hospital beds will be required by the Irish health service up to 
2013. At the outset, however, it is, important to note the limitations 
of  the work undertaken on this issue as part of this study. The 
work is policy neutral so no assumptions are made regarding 
changes in the way the health system is currently operated. 
Specifically, it should be noted that the data that drive the results 
refer to the period 1995-2004, prior to the establishment of the 
Health Services Executive and the associated changes in 
management and administration within the Irish system. Questions 
relating to changes in the geographical distribution of hospital 
service provision and/or changes in the provision of long-term care 
or service delivery outside of the acute area have not been 
addressed for the projections presented here.  

21.2 
Assessing 

Acute Hospital 
Bed Needs 

No assumptions were made regarding changes to the way the 
primary/community care system operates or the public/private mix 
etc. As this study is focused on capacity within acute public 
hospitals in Ireland, the analysis to date does not address the 
current or potential future relationship between the public and 
private sectors in regard to the provision of acute hospital services. 
While information is available on capacity within the private 
hospital sector, there is no standardised database available on the 
utilisation of services within private hospitals. The utilisation data 
for the public hospital system does include data on the utilisation by 
private patients in this sector.  

The projections are based on a review of the utilisation of beds 
in acute public hospitals by gender, age and site of care. The data on 
hospital service use is provided by the Hospital In-patient Enquiry 
System (HIPE). The HIPE Scheme is a computer-based health 
information system designed to collect clinical and administrative data 
on discharges and deaths from acute hospitals in Ireland (HIPE, 
2002). Data for the ten year period 1995-2004 have been analysed for 
this study. Over this period, data on approximately 95 per cent of all 
discharges from all acute public hospitals have been collected, with the 
1995 estimate of total discharges of 608,151 increasing to 984,230 in 
2004.  

 Clearly, demographic projections for the period are key to the 
estimation of acute hospital bed requirements. In this respect, the 
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Medium-Term Review (high-growth) population projections formed 
the basis for the analysis conducted here. The overview of changes 
in utilisation patterns for acute hospital services show some 
important developments over the past ten years. Specifically, 
important variations are observed for the age distribution, day/in-
patient status and surgical/non-surgical status. The overall growth 
in the volume of discharges treated on a day basis rather than on an 
in-patient basis is particularly significant.  

Table 21.2 shows the number of acute hospital beds available 
for the period 1995-2004 as reported by the Department of Health 
and Children. According to these estimates, there has been an 
increase of 1,011 acute hospital beds over this period, representing 
an 8 per cent rise in the total acute bed stock. The table also shows 
that occupancy levels have been increasing since 1995 to the point 
where in 2004 occupancy was estimated at 84 per cent nationally 
(based on 100 per cent coverage of discharges). 

A review of the literature suggests that the approach adopted by 
researchers at the Manitoba Centre for Health Policy on projecting 
hospital bed needs for Manitoba could be usefully applied to the 
Irish context (Stewart and Tate, et al., 2002; Tate, 2005; Finlayson, 
2005).  For this study, two models for projecting hospital use up to 
2020 were estimated. The first model, called “Current Use 
Projection”, projected future use on the basis of current patterns of 
use. With this model, data on the current utilisation of acute care 
beds were used to project the utilisation forward to 2020 based on 
available projections regarding the age and sex composition of the 
population. The second model, “Trend Analysis”, was based on 
analysis of trends in hospital use of the most recent 10-year period. 
This model involved the identification of trends in hospital use for 
specified age and sex groupings, which were subjected to statistical 
regression analysis to enable the extrapolation of trends to 2020. 
Over the period of the current study, the Canadian researchers who 
estimated acute bed capacity requirements for Manitoba up to 2020 
worked with the ESRI team to estimate acute hospital bed capacity 
requirements up to 2013 for Ireland.107 In addition to the Current 
Use and Trend Models, an additional 6-year Trend Model was 
estimated.   

For the estimation of acute hospital bed capacity requirements 
for Ireland up to 2013, the Current Use model assumed that future 
utilisation of acute hospital beds would be similar to that prevailing 
from 2002 through 2004 and that only the population distribution 
would change. The 10-year Trend Analysis model considered the 
trends in hospital use over the period 1995-2004 and assumed that  

107 A detailed description of this collaborative study will be presented in Tate, R., 
G. Finlayson, L. MacWilliam, M.M. Wiley “Projections for Acute Hospitals Beds in 
Ireland, 2007-2020”, ESRI Working Paper, 2006, forthcoming. This paper will also 
present more detailed projections for acute hospital bed capacity requirements to 
2020 by category for gender, age, in-patient (surgical and non-surgical) and day. 



 

Table 21.2: Acute Hospital Beds, Bed Days and Occupancy 1995-2004 

 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 
DoH&C estimate of total acute beds   

available 
 

12,496 
 

12,520 
 

12,470 
 

12,421 
 

12,437 
 

12,607 
 

12,808 
 

13,076 
 

13,207 
 

13,507 
Change in number of beds 

compared to previous year 
  

24 
 

-50 
 

-49 
 

16 
 

170 
 

201 
 

268 
 

131 
 

300 
Available beds adjusted for 

hospitals in HIPE 
 

12,790 
 

12,821 
 

12,830 
 

12,784 
 

12,787 
 

13,000 
 

13,188 
 

13,454 
 

13,565 
 

13,883 
Available bed days for HIPE 

hospital beds 
 

4,671,548 
 

4,682,870 
 

4,686,158 
 

4,669,356 
 

4,670,452 
 

4,748,250 
 

4,816,917 
 

4,914,074 
 

4,954,616 
 

5,070,766 
Bed days reported to HIPE (95% 

coverage) 
 

3,359,198 
 

3,347,478 
 

3,410,662 
 

3,420,553 
 

3,559,155 
 

3,645,781 
 

3,794,162 
 

3,819,671 
 

3,871,912 
 

4,022,751 
Occupancy based on returns to 

HIPE (%) 
 

72 
 

71 
 

73 
 

73 
 

76 
 

77 
 

79 
 

78 
 

78 
 

79 
Bed days reported to HIPE 

adjusted up to 100% 
 

3,535,998 
 

3,523,661 
 

3,590,171 
 

3,600,582 
 

3,746,479 
 

3,837,664 
 

3,993,855 
 

4,020,706 
 

4,075,697 
 

4,234,475 
Occupancy based on HIPE returns 

adjusted up to 100% 
 

76 
 

75 
 

77 
 

77 
 

80 
 

81 
 

83 
 

82 
 

82 
 

84 
Source: Own calculations. 
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Table 21.3: Projections for Acute Hospital Beds and Capital Expenditure Requirements, 
2007-2013 

100 Per Cent 
occupancy 

2006 2007 2008 2009 2010 2011 2012 2013 Cumulative 
 Total 

Current Use Model 
Total 13,591

 
11,552 11,778

 
12,010 

 
12,259 12,524

 
12,806 

 
13,100 

 

 Implied Change 
 compared  
 to previous year 

 

226

 
 

232 

 
 

249 265

 
 

282 

 
 

294 

 
 

1,548 
Trend Analysis 
 Model: 10 Year 
 Trend 13,591

 
 

11,916 12,287

 
 

12,685 

 
 

13,124 13,605

 
 

14,133 

 
 

14,704 

 

Implied Change 
 compared  
 to previous year 

 

371

 
 

398 

 
 

439 481

 
 

528 

 
 

571 

 
 

2,788 
Trend Analysis 
 Model: 6 Year 
  Trend 13,591

 
 

11,389 11,636

 
 

11,903 

 
 

12,205 12,541

 
 

12,914.9 

 
 

13,325 

 

 Implied Change 
 compared  
 to previous year 

 

247

 
 

266.9

 
 

301.6 335.6

 
 

374.4 

 
 

409.9 

 
 

1,935 
85 Per Cent 
occupancy 

      

Current Use Model 
  Total 13,591

 
13,591 13,857

 
14,130 

 
14,422 14,734

 
15,066 

 
15,412 

 

Implied Change 
  compared  
 to previous year 

  

266

 
 

273 

 
 

293 312

 
 

332 

 
 

346 

 
 

1,821 
Trend Analysis 
  Model: 10 Year 13,591

 
14,019 14,455

 
14,924 

 
15,440 16,006

 
16,627 

 
17,299 

 

Trend  
 Implied  Change 
  compared to 
  previous year 

  

436

 
 
 

468 

 
 
 

516 566

 
 
 

621 

 
 
 

672 

 
 
 

3,280 
Trend Analysis 
  Model: 6 Year 13,591

 
13,399 13,690

 
14,004 

 
14,359 14,754

 
15,194 

 
15,676 

 

Trend 
 Implied Change 
  compared  
 to previous year 

  
 
 

291

 
 
 

314 

 
 
 

355 395

 
 
 

440 

 
 
 

482 

 
 
 

2,277 
 
these trends would continue into the future. Acute hospital bed 
projections for this model were based on the trends observed 
combined with changes in the population distribution. The 6-year 
Trend Analysis model, which was specific to Ireland, was estimated 
because of a change in the practice of reporting obstetrics over the 
period of the data used to estimate this model.108   

Summary estimates are presented in Table 21.3 according to the 
assumption of 100 per cent occupancy and 85 per cent occupancy. 
It should be noted that current occupancy rates are below 100 per 
cent, which explains the difference between the current 2006 

 
108 Specifically, the reporting of obstetrics to the Hospital In-patient Enquiry only 
became compulsory in 1999 – prior to that time, reporting for these discharges was 
on an ad hoc basis.  Because of this change, the 10-year trend analysis model was 
found to be severely compromised for females in the age groups 15-24, 25-34 and 
35-44 years. The 6-year trend analysis model was estimated to address this 
problem; the findings of this model are therefore only applicable to females aged 
between 15-44 years. 
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available beds and the projected 2007 beds requirement under the 
100 per cent occupancy assumption. While it is unrealistic and 
perhaps even undesirable to expect 100 per cent occupancy, this 
assumption forms a benchmark against which the implications of 
other occupancy rate assumptions can be judged. 

This analysis shows that over the period 2007-2013, assuming 
100 per cent occupancy, 1,548 additional acute hospital beds would 
be required according to the ‘Current Use’ model, 2,788 additional 
beds would be required according to the 10-year Trend Model and 
1,935 additional beds would be required according to the 6-year 
Trend Model. Assuming 85 per cent occupancy over the period 
2007-2013, an additional 1,821 acute hospital beds are projected to 
be required according to the Current Use model, an additional 
3,280 beds would be required on the basis of the 10-year Trend 
Model while the 6-year Trend Model estimated the need for an 
additional 2,277 beds. The projections for the 6-year trend model 
are clearly closer to the current use model while those derived from 
the 10-year trend model are much higher. The 6-year trend model 
has the benefit of more complete data but the disadvantage of a 
shorter time period over which to estimate the bed capacity 
projections. 

In order to estimate the financial implications of these 
projections, approximate costs per bed were supplied by the 
Department of Health and Children. The DoH&C estimate that, at 
2006 prices (including VAT and excluding site purchase costs), the 
cost of building ‘new’ acute beds on a green field site approximates 
€500,000 per bed; building additional beds for an existing hospital 
may cost closer to €250,000 per bed. Here an even split between 
Greenfield and extension beds is assumed. The actual cost will vary 
depending on the type of support facilities required to service the 
additional beds. The DoH&C cost estimates do not differentiate 
bed type (day, in-patient surgical, in-patient non-surgical). The 
estimation of the revenue requirements arising from any expansion 
in the number of acute hospital beds is outside the scope of this 
project. Prior to any commitment to capital investment in this area, 
the revenue implications will have to be thoroughly addressed as 
they will be considerable.  

The capital investment required to provide the additional beds is 
summarised in Table 21.4. The table clearly shows the implications 
of varying the assumptions and model on funding requirements. 
Depending on model and occupancy assumption the average 
annual funding requirement is between €97 million and €205 
million. The 6-year trend and the current use models produce quite 
similar numbers. As was noted above, the 6-year trend model has 
benefited from a more comprehensive data set and is therefore 
preferred. Comparing the funding requirements for the same model 
under the two different occupancy assumptions reveals the benefits 
of achieving higher occupancy rates. For the 6-year trend model the 
difference between the average cost for the 100 per cent and 85 per 
cent occupancy rates are over €20 million.  
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Table 21.4: Implied Investment Required (€ million)  
100 Per Cent 
occupancy 

2008 2009 2010 2011 2012 2013 Average Cumulative  
Total 

Current Use Model 
 Total 

 
84.8 

 
87.0 

 
93.4 

 
99.4 

 
105.8 

 
110.3 

 
96.8 

 
580.5 

Trend Analysis 
  Model: 10-Year 
 Trend 

 
139.1 

 
149.3 

 
164.6 

 
180.4 

 
198.0 

 
214.1 

 
174.3 

 
1,045.5 

Trend Analysis Model: 
 6-Year Trend  

 
92.6 

 
100.1 

 
113.1 

 
125.9 

 
140.4 

 
153.7 

 
121.0 

 
725.8 

85 Per Cent 
occupancy 

       

Current Use Model 
 Total 

 
99.7 

 
102.4 

 
109.9 

 
116.9 

 
124.4 

 
129.7 

 
113.8 

 
682.9 

Trend Analysis Model: 
 10-Year Trend 

 
163.7 

 
175.6 

 
193.7 

 
212.2 

 
232.9 

 
251.9 

 
205.0 

 
1,230.0 

Trend Analysis Model: 
 6-Year Trend 

 
109.0 

 
117.8 

 
133.1 

 
148.1 

 
165.2 

 
180.8 

 
142.3 

 
853.9 

 
Overall, the model yields very useful results. However, as was noted 
above a fuller analysis should be carried out in the future.109 The 
potential impact on acute hospital bed capacity projections would 
need to be assessed for a range of issues including:  

• policy changes both in the hospital and community care 
systems; 

• the public/private mix within the public hospital system 
having specific regard to proposals announced in July 2005 
to free up 1,000 beds in public hospitals with the 
development of new private hospitals on the campuses of 
public hospitals. The implications of planned developments 
of additional hospitals by the private sector should also be 
addressed here; 

• the geographical distribution of acute hospital services; 
• alternative scenarios assuming differing levels of 

occupancy; 
• international best practice in relation to acute hospital 

service provision.  

RECOMMENDATIONS 

Health expenditure (current and capital) has been growing at an 
exceptional pace in recent years. Starting at a relatively low level, 
Irish public expenditure on health per capita is now amongst the 
highest in the EU. As in other investment areas, the investment 
needs are highly dependent on the underlying system. Thus, if 
efficiencies are achieved then the investment needs are lower. That 
said, the analysis presented here suggests that the current volume of 
investment appears to be appropriate given the underlying 
structure. 

 
109 It should be noted here that, at the time of writing, the Health Services 
Executive have established a steering group and a project team and issued a call for 
tender to undertake a Review of Acute Bed Capacity requirements for Ireland to 
2020. 
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Substantial investment has already gone into the Nursing Degree 
Programme. Given this high level of expenditure in this area, 
further investment should be limited.  

If one considers the 6-year trend as the most appropriate 
projection then an average investment of just under €150 million 
per year will be needed in order to provide the additional beds 
required. Apart from this investment, upgrading and replacement of 
non-bed facilities will be necessary. While the precise needs for this 
are difficult to measure (see our comments below), it seems 
appropriate that investment of the same magnitude to the 
additional acute beds will be required.  

The non-acute/continuing care measure is of considerable 
importance from a social inclusion and equality point of view. It 
can also contribute to reducing pressure on acute hospital beds by 
ensuring that appropriate secondary care is available for people who 
no longer need care in acute beds. As was shown in Chapter 9, the 
number of individuals with a disability has increased. Demographic 
change also means that by 2013 there will be almost 160,000 more 
people aged 65 years and over compared to 2006, which will result 
in an increase in facilities for the elderly. 

The Report of the Expert Group on Mental Health (2006) calls for 
substantial extra funding for a new Mental Health Policy. In 
particular it recommends a programme of capital and non-capital 
investment in mental health services that is to be implemented in 
parallel with the reorganisation of mental health services. Progress 
on this measure was slow under the current NDP, which means 
that there is even more need to invest going forward. 

The ICT measure is important since it facilitates process 
innovation and should increase productivity. The National Health 
Information Strategy highlights the urgent need to put in place 
information technology (IT) systems as these are a vital component 
of a modern health system. Such IT systems include a national 
integrated personnel and financial management system, systems to 
manage medical records, laboratory results, disease specific registers 
(e.g. the cancer register), databases of research, services planning, 
e-Government and public information. Such systems clearly 
contribute towards improving the levels of service within the sector 
and should result in significant productivity improvements. 

While significant progress has been achieved in the ICT measure 
there appears to be a need for continued funding. However, once 
the investment is in place the level of funding will need to be scaled 
back. Furthermore, the best system is of little use if the staff 
operating it do not have the required skills. It is, therefore, 
important to ensure that staff receive the appropriate training or 
staff with the required skills are recruited. It will also be necessary 
to put in place the necessary monitoring of progress on projects. 

 
 
 
 
 



288  EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

Table 21.5: Financial Recommendations 
Measure Recommendation 2006 

(€ million) 
2007-2013 
Average 

(€ million) 
Acute Hospitals (incl.  Nursing 
  Degree) 

Same 283.9 283.9 

Non-acute Increase 240.7 300.0 
ICT and Research Increase 65.0 90.0 
Total  589.6 673.9 
Note: The 2006 allocation is based on the figures for the NDP and is not directly 
comparable with the MACIF used in Chapter 5. The table also excludes 
expenditure for agencies funded by the Department of Health and Children and 
expenditure through the Dormant Accounts scheme, which amounted to €47 
million. 

ACCOMPANYING MEASURES 

In making recommendations on acute hospital bed needs the 
impact of demographic change was taken into account. This 
analysis, however, was conducted under certain assumptions the 
impact of which need to be considered in more detail. For example, 
the analysis focused entirely on beds in acute public hospitals. As 
private provision is likely to increase due to the tax incentives that 
are available, total supply may be increasing faster and to a level that 
is higher than required. Assumptions about utilisation rates and 
technical change in the sector also need to be considered in more 
detail. The needs in the acute sector were considered in isolation of 
the wider sector, particularly primary provision and long-term 
continuing care provision. Clearly developments in these two 
sectors may result in reduced demand for acute beds. Finally, the 
spatial aspects of acute bed demand were not considered. In this 
respect trends in the regional population need to be considered in 
finalising policy in this area.  

Consequently, a more comprehensive rational decision-making 
process for the configuration of capital spending in the sector (e.g. 
achieving the appropriate balance between the acute and non-acute 
sectors and between residential and community supports) requires a 
more extended analysis than could be provided as part of this 
report. Since expanded physical capacity needs to be accompanied 
by increased operating expenditure, the current expenditure 
implications of any recommendation need to be factored into the 
decision model. This is of course dependent on the mix of specialist 
services. Physical investment must be accompanied by guaranteed 
current expenditure streams to run the physical facilities. 

The key analysis of this chapter considered acute hospital bed 
needs. It did not consider the resources required to 
upgrade/refurbish current hospital facilities, or the non-bed 
investment requirements (equipment). Currently, substantial 
resources appear to be spent on capital investment other than new 
beds, including the purchase of new or replacement equipment and 
maintenance. It is difficult to assess the real need in these areas due 
to a lack of information. We estimate that this could be in the 
region of 50 per cent of capital spending in the acute hospitals area. 
Given the size of the expenditure, this must also be subject to a 
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rational decision process, which should reflect an assessment of 
need, so that this investment can be properly planned for.  

In our recommendations on acute bed needs we made the 
assumption that 50 per cent of these would be provided on 
Greenfield sites, which would be more expensive. Clearly this 
assumption might not hold up in practice and it will be necessary to 
assess the degree to which investment needs might include a 
number of new facilities, either because space for expansion of 
existing facilities is limited or because the new facilities cannot be 
integrated properly with the existing facilities.  

Experience has shown that delivery of large new facilities in the 
public health services is relatively slow. In part this reflects 
institutional factors, but might also reflect shortcomings in other 
areas. In order to speed up the provision of any new facilities 
utilising  standardised designs should be explored which reduces the 
time taken to design new facilities and will also reduce costs of such 
designs. This approach has already been started with respect to 
schools. 

The analysis conducted here did not consider the geographical 
distribution of acute hospital services. The current geographical 
distribution of facilities is to a large extent a legacy of the past. 
While changes might be expensive and subject to considerable 
debate, the geographical distribution of key facilities should be 
reconsidered according to changes in the regional distribution of 
the population and Government policy, especially the NSS. In this 
respect it appears reasonable to expect the key facilities to be 
located primarily in the gateways and the hubs identified in the 
NSS. Otherwise, a spatial mismatch between service availability and 
the location of the population will reduce efficiencies. 
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22. CHILDCARE 

In Ireland, childcare is often thought of as provision for pre-
school children (i.e. those who have not yet entered infant classes in 
primary school) or for school-age children outside of school hours 
or during school holidays. State support for the provision of 
childcare in this sense is relatively new in Ireland, having begun to 
emerge only in the 1990s. However, childcare is now increasingly 
thought of as an element within a broader “early childhood care 
and education” (ECCE) paradigm (NESF, 2005). In this paradigm, 
the main focus is on the developmental needs of the child, which 
are thought to evolve through three stages in early childhood, with 
a fourth post-ECCE stage arising in later childhood:  

22.1 
Introduction 

• Individualised infant care (usually by parents) is preferred 
as the dominant (though not necessarily sole) form of care 
in the first year of the child’s life;  

• High quality centre-based care becomes more important 
from ages 1 to 2 years;  

• From ages 3 to 5 years, the focus broadens to include an 
educational as well as a care dimension – this is where early 
childhood education comes in.  

• From age 6 years onwards, primary schooling takes over 
the education function and the care requirement shifts to 
care outside of school hours and during school holidays. 

There is a consensus that none of these elements is adequately 
provided in Ireland, although improvements are taking place in 
some (for overviews, see OECD, 2004; NESF 2005; see also 
below). The traditional practice of providing infant classes for 4 and 
5 year-olds in primary schools means that provision for this age 
group (stage 3 above) is the most widely developed and is funded 
largely by the state.110 However, there is a concern that because this 
service is provided within the primary school system and is 
delivered by primary school teachers, the type of education it entails 
is overly geared to instruction and cognitive learning and has pupil-
teacher ratios that are too high to yield appropriate developmental 
benefit for 4 and 5 year olds (OECD, 2004). Furthermore, it 
provides no service for 3-year olds or half of 4-year olds and so 
misses a large part of the relevant population. Consequently, early 
childhood education services are in need of development as are the 
other elements of the ECCE system in Ireland. Additional care 

110 About 50 per cent of 4 year olds and virtually all 5 year olds attend infant 
classes in national primary schools (NESF, 2005). 
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demands for this group also exist outside of the school day and 
during school holidays.  

RATIONALE FOR STATE SUPPORT 

Four main types of justification are given for State support for 
ECCE: 

• Gender equality. 
• Child development. 
• Social inclusion. 
• Support for birth rates. 
While market forces will encourage women with high earnings 

potential to enter paid employment during their child-rearing years, 
women with lesser earnings potential will not have the same 
incentives and will therefore be more likely to give up careers and 
lack independent incomes. Consequently, public interventions 
towards childcare that are aimed towards those with lower incomes 
and linked to employment status are justified to help avoid the 
gender inequality inherent in this outcome. 

Children’s social and educational development is enhanced by 
participation in early childhood education in the pre-school years 
(i.e. at ages 3 or 4 and 5 years) and the lifetime return on investment 
in such education is high, particularly in the case of disadvantaged 
children (NESF, 2005). This type of education has high returns but 
as with other types of education, demand would be sub-optimal 
without public intervention. This relates primarily to stage 3 
referred to above, as for infants in the first year of life child 
development is best aided by extended parental leave. For 1 and 2 
year olds, there is no clear evidence that paid childcare has 
developmental benefits (except in the case of disadvantaged 
families) and so the rationale for State support for childcare at these 
ages rests on grounds other than child development.  

Research has shown that support for childcare and development 
from the first year of life onwards aimed at disadvantaged families 
helps children overcome the developmental handicaps often 
associated with poverty and it can enable parents to develop skills 
through participation in education and training courses or to 
enhance their incomes through paid employment. 

Governments in many developed countries have become 
concerned about a decline in birth rates to very low levels and the 
consequences this might have for future social and economic 
development. As was shown above, this issue is less pressing in 
Ireland, since birth rates, though much lower than in the past, are at 
the upper edge of the range for developed countries and when 
combined with modest inward migration are sufficient to ensure 
modest population growth for the foreseeable future. Nevertheless, 
State support for childcare aimed at raising the birth rates might 
also be thought to have some application for Ireland. However, 
research results indicate that State support for families with children 
is not an effective means of influencing birth rates. Rather, the 
findings suggest that a high level of labour demand, especially with 
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regard to women’s employment, is the strongest influence in support 
of higher birth rates (D’Addio and d’Ercole, 2005). Thus the birth 
rates argument on its own is not a strong justification for State 
support for childcare.  

 While public childcare supports are largely aimed at childcare 
outside of the home, the perspective of mothers in the home, which 
has been important in influencing policy in Ireland, must also be 
considered. This perspective rejects the view that State subvention 
for childcare should be aimed solely at parents in the labour force 
and argues instead that mothers (or fathers) who wish to stay at 
home to look after their children themselves are equally deserving 
of recognition and support from the State. It therefore promotes 
the view that the State should subvent childcare in a manner that is 
neutral on the choice facing parents between paying for childcare 
while working outside the home versus staying at home to provide 
care themselves. 

This stance has important policy implications. As it requires that 
State support be spread over a wider population of families than 
would be the case if it were focused on paid childcare alone, it 
either implies lower spending per child or substantially higher levels 
of funding requirements. A neutral stance between supporting paid 
childcare and parent provided childcare is also likely to imply that 
some of the aims of ‘early childhood care and education’ (ECCE) 
outlined above might not be achieved in full. The difficulty of 
reconciling these cost implications with the desire to be neutral on 
the basis of paid versus self-provided or unpaid childcare has been 
at the centre of much of the debate about childcare provision in 
Ireland over recent years. 

 
 Up to 2006, the main forms of State support for childcare were as 

follows:  22.2 
 Assessing 

Progress  
1. Capital and current subsidies to childcare providers made 
available under the Equal Opportunities Childcare Programme 
(EOCP), 2000-2006. This was the first major programme of public 
spending aimed at the childcare sector. It was designed to increase 
the supply and improve the quality of centre-based childcare places 
and thus responded to the gender equality, labour supply and child 
development perspectives on childcare. It also included some 
targeting on the less well-off and thereby aimed to serve the social 
inclusion rationale. 
 
2.  Increases in Child Benefit introduced over recent years, which 
were justified both on anti-poverty grounds and as a general 
support for childrearing, were thought of as incorporating an 
element of subsidy towards the cost of paid childcare. However, 
Child Benefit increases, insofar as they included a subsidy for 
childcare, were provided on the basis of the neutrality principle 
referred to earlier and so were made universally available to all 
parents, whether or not they made use of paid childcare. 
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3.  The traditional provision of infant classes for 4 and 5 year olds 
in primary schools continued as before. No recent developments in 
structures or provision of facilities have occurred in this sector to 
address its limitations as a form of early childhood education 
referred to earlier. 

Of these three supports the first, the EOCP 2000-2006, was the 
most important new development. It entailed total expenditure of 
€499.3 million, inclusive of administration, which, based on 
approvals to end-June 2005, is now expected to deliver 38,000 new 
childcare places by the end of 2007.111 Although the EOCP was 
formulated under the National Development Plan and thus in 
principle was focused on capital development (both physical and 
human), in practice a large proportion of the expenditure was 
directed towards current costs. As Table 22.1 shows, 38.5 per cent 
of the expenditure was accounted for by supports for staffing costs. 
The supports for staffing under the EOCP are currently supporting 
over 2,300 childcare staff. ‘Quality improvement’ accounted for a 
further 18 per cent, and while a proportion of that was directed 
towards human capital (in the form of training for childcare 
workers), a substantial proportion was accounted for by 
administration and regulatory costs, especially those incurred in 
connection with main institutional innovation introduced to 
develop childcare, namely the County Childcare Committees. Thus, 
up to half the expenditure under the EOCP 2000-2006 was for 
current rather than capital purposes. This is not entirely surprising, 
since childcare is a labour intensive service in which support for 
capital costs, no matter how generous, is capable of having only a 
limited impact on overall costs. However, this feature of the EOCP 
is important to keep in mind in looking forward to the next 
National Development Plan, as it reminds us that public support 
for childcare is as much a question of current expenditure as capital 
expenditure. 
Table 22.1: Expenditure Under the Equal Opportunities Childcare 

Programme 2000-2006 
Measure € Million % 
Capital grants 204.5 41.0 
Support for staffing costs  193.5 38.5 
Quality improvement 83.3 16.5 
Programme Administration 18.0 4.0 
Total 499.3 100.0 

Source: Department of Health and Children. 
 

Of the new places established under the EOCP, 57 per cent are 
sessional/part-time and 43 per cent are full-time.112 This compares 
with the original target breakdown of 67 per cent sessional/part-
time and 33 per cent full time. The survey of 2004 grant 
 
111The forecast number of new places based on approvals to end of June 2005 is 
38,543 (BMW and S&E Monitoring Committee Reports Autumn 2005).  
112 A full-time place is one that provides more than 3.5 hours per day. In reality 
most of the full-time places provide well over the 3.5-hour minimum. 
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beneficiaries (ADM, 2005) found that 36 per cent of facilities were 
operating for 40 hours a week or more. Community providers were 
less likely to provide full-day services than private providers. 
Average operating hours per week were 30.7 in the community 
sector compared to 37.3 in the private sector.  

The pattern of opening times has implications for the extent to 
which parents’ participation in employment is facilitated. Overall, 
71 per cent of community facilities and 55 per cent of private 
facilities closed for some period in the summer, with an average 
closure period (among those who close) of 5.5 weeks. County 
Childcare Committees are charged with ensuring that provision 
matches local demands and therefore these patterns may reflect 
needs. However, the lower coverage of opening times in the 
community sector versus the private sector (and in rural compared 
to urban provision) would have to be justified, as there is no a 
priori reason for expecting different demands from these sets of 
consumers. In 2004 a requirement that funded services operate for 
a minimum of 45 weeks was introduced.  

QUALITY IMPROVEMENT 

Under the quality improvement element of the programme training 
was provided for childcare workers. Between June 2004 and June 
2005, 410 accredited courses were delivered. This ongoing 
investment in training of childcare personnel is crucial from a child 
development perspective. Funding was also usefully invested in 
researching best practice and developing policy recommendations, 
for example, in the Model Framework on Education and Training 
and the School Age Childcare Report.  

TARGETING/SOCIAL INCLUSION 

The Department reports that 60 per cent of successful applicants 
under the EOCP up to the end of 2004 were from the community 
and voluntary sector, for which 100 per cent capital grants were 
available. Targeting on the voluntary and community sector was 
intended to serve a social inclusion purpose, since that sector 
operates primarily in disadvantaged areas. Just 32 per cent of 
facilities provided under the scheme were located in such areas. 
However, the location of facilities in disadvantaged areas is not a 
precise targeting mechanism as many poor families live outside 
disadvantaged areas and services located within disadvantaged areas 
may be used by families from either within or without the area who 
are not themselves disadvantaged. Systematic information on the 
income profile of parents availing of services or on the level of 
parental contributions to childcare costs is not available. In 2004 
only a minority of providers (8.9 per cent) reported that 
disadvantaged children are given priority access to childcare places, 
although this may understate the focus on disadvantage since many 
community-based services are wholly oriented to the socially and 
economically marginalised. The number of services caring for 
children of lone parents rose between 2002 and 2004 and 
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represented approximately 19 per cent of all children attending 
(according to Census 2002, 12 per cent of children under 15 years 
live in lone parent families). There has also been an increase in the 
number of services who care for children from the Travelling 
Community and from ethnic minorities. 

A small proportion of community providers charge no fee (6 per 
cent). Of those providers that charge fees, one-third operate a 
sliding fee based on parental income (ADM, 2005). There is no 
central regulation in the setting of fee levels. The Department have 
noted that funders are now required to collect information on 
parental income. The Childcare Directorate’s plan to require all 
community sector applicants to put a tiered system of charges in 
place might improve social inclusion targeting.  

While it is recognised that social inclusion objectives are well 
incorporated into project selection criteria, further improvements in 
reporting are needed to establish that social inclusion targets are 
met at the individual level. This means measuring the extent to which 
disadvantaged children are getting access to places and ensuring 
that subsidies are targeted towards disadvantaged parents for 
example by adjusting fees according to parental income.  

WAITING LISTS 

In 2004 half of the grant-aided facilities had waiting lists for 
childcare places required immediately (ADM, 2005) and 78 per cent 
had waiting lists for places required in the future. The total number 
of children on waiting lists was 14,338. While these figures are an 
imperfect measure of demand they do suggest a significant level of 
under-supply.113 The largest waiting list was for the 3-5 year age 
group. However, greatest demand relative to current provision was 
for babies under 1 year. In this category there were more children 
on the waiting lists than actually attending services.  

ORGANISATIONAL ISSUES 

Over the period of the current NDP significant progress has been 
made in establishing structures to develop and co-ordinate childcare 
policy at the local and national level and to manage the EOCP. The 
County/City Childcare Committees have proved an effective means 
of encouraging co-operation between the range of childcare 
providers in local areas and in establishing childcare needs. The 
recent re-organisation of childcare at the central Government level 
is to be welcomed as this should lead to an improvement in policy 
development and delivery and will hopefully reduce the problem of 
negotiating with multiple funders, which is frequently reported in 
the community sector (Southside Partnership, 2005). 

113 As noted in the ADM report, a facility has to exist before there is a waiting list 
so demand in areas with no facilities is not measured, and some children may be 
on more than one list. We have no current information on waiting lists in 
unsupported facilities but the Childcare Census suggested lists were just as high in 
the private sector as the community sector. 
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LESSONS LEARNED 

The key lessons learned from developments in childcare provision 
to date are: 

• State support in this area is primarily a matter for current 
rather than capital expenditure, but capital expenditure can 
make a useful contribution, as evidenced by the 
effectiveness of the EOCP in creating new childcare places. 

• The effectiveness of provision to date in serving its social 
inclusion rationale is unclear since the relevant information 
is not available. Information in this area needs to be 
improved and social inclusion targeting reviewed in that 
light. 

• There is unmet demand for existing services, over and 
above any latent demand that might be uncovered as 
services develop or become more affordable.  

• Only modest progress has been made in addressing the 
need to improve and expand the provision of early 
childhood education for 3-5 year olds. While early 
education was not an objective of the EOCP it has been 
incorporated into targets for the NCIP. 

 
 Childcare continues to be a high priority for society and the 

economy, and many difficult questions arise as to the desired level 
and purpose of future state support in this area. However, most of 
the issues involved (such as staff training and retention, subsidies 
towards current costs, targeting of those subsidies on the socially 
disadvantaged) relate to current rather than capital expenditure and, 
therefore, do not need be resolved in connection with capital 
expenditure under the next National Development Plan. For capital 
expenditure purposes, the main question that arises is the likely 
overall level of future demand for centre-based childcare places, 
while a further question relates to the need to provide facilities for 
the future development of early childhood education. We assume 
here that further issues, such as the availability of after-school care, 
will be resolved without major capital expenditure on the basis that 
existing facilities (such as school premises) will be used for this 
purpose, although expenditure will be needed to improve facilities. 
If issues related to the use of school premises cannot be resolved, 
the level of investment would increase substantially and would 
result in two sets of premises being under-utilised – school 
buildings outside of school hours and after-school premises during 
school hours.  

22.3 
Priorities for 

the Next Plan 

The main uncertainty concerning future demand for childcare 
arises less from the size of the child cohort than from changing 
patterns of labour force participation among mothers and changing 
preferences regarding types of childcare. The latter in turn will be 
strongly influenced by the cost, quality, suitability and availability of 
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different types of childcare and thus will in part be a consequence 
as much as a cause of State investment in this area.  

According to data from the CSO Quarterly National Household 
Survey in 2002 (Table 22.2), non-parental childcare was used by 42.5 
per cent of families with children of pre-school age and by 25.3 per 
cent of families with children of primary school age. However, 
most of this care was non-centre-based. In the case of families with 
pre-school children who used non-parental childcare, only 27 per 
cent used centre-based care (crèche or Montessori school), while 43 
per cent relied on relatives, the majority of whom were unpaid, and 
29 per cent relied on individual childminders. Thus, the proportion 
of all families with pre-school children using centre-based care was 
only about 10 per cent in 2002.  
Table 22.2: Types of Childcare Among Families with Pre-School 

and Primary School Children, September-November 
2002 

 Pre-school Primary 

 
Number of 

Families (000s) % 
Number of 

Families (000s) % 
Unpaid relative 22.8 31.2 31.1 46.1 
Paid relative 8.8 12.0 9.5 14.1 
Paid carer 21.5 29.4 21.5 31.9 
Crèche/Montessori 19.8 27.1 4.1 6.1 
Other 5.4 7.4 2.9 4.3 
Total 73.1 100.0 67.5 100 
% of families with 
children in 
childcare  42.5  25.3 

Source: Central Statistics Office, QNHS 4th Quarter 2002 Childcare Module. 
Note: ‘Other’ includes after-school facilities, homework clubs, and activity camps. 

 
As indicated earlier, however, this pattern of usage reflected a 

level of pent-up demand for centre-based childcare places. Just 
under 20 per cent of respondents with pre-school children indicated 
that they would prefer alternative childcare arrangements and 
centre-based care was by far the most commonly cited option114. 
Amongst those with school age children around 12.5 per cent 
would welcome alternative childcare arrangements, and among 
these after-school care was the most popular alternative (24 per 
cent), followed by paid carers (22 per cent) (CSO, July 2003). 

We now set out an illustrative indication of the level of demand 
for centre-based care that might be expected to emerge by 2012. 
Since future demand for centre-based childcare will be shaped by 
many factors which are themselves difficult to predict (including, 
for example, the cost of childcare relative to after-tax earnings, and 
preferences for centre-based over other forms of paid childcare), 
firm predictions on this issue cannot be made. The purpose of the 
calculations presented here, rather, is to estimate orders of 
magnitude that would enable us to assess whether the projected 

 
114 Just under half of the group said they would prefer crèche/Montessori 
compared to 20 per cent who mentioned a paid carer and 10 per cent who would 
prefer to mind their children themselves.  
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number of places to be created under the NCIP (50,000) is likely in 
broad terms to represent under or over-provision.  

The projection of demand for centre-based care is arrived at by 
applying a series of assumptions to a demographic forecast of the 
size of the child cohort in 2012 as set out in Table 22.3. Column A 
in this table sets out the demographic forecast by single year of age. 
Column B presents the assumed percentage of each one-year age-
group requiring childcare. For children under the age of one year 
we assume that the provision of six months paid maternity leave 
will mean minimal demand for care for those aged under six 
months, while for those aged 6-12 months, we assume that 40 per 
cent will require childcare.  This is based on research showing that 
just under 40 per cent of Irish mothers were back in employment 
one year after the birth (Russell et al., 2006). We apply the 40 per 
cent rate to half the cohort and add 5 per cent for non-employment 
related care, thus giving 25 per cent of the whole cohort. 

For children aged 1 to 3 years we assume that 65 per cent will 
require some form of childcare. This assumption is based on 
current participation rates of 58 per cent among mothers with 
children under 5 years (CSO, QNHS q2 2005), which we assume 
will increase to 60 per cent .We add a further 5 per cent who may 
require non-employment related care. 

Around half of 4 year olds are in primary school, therefore, the 
estimate of the proportion requiring care is reduced to 53 per cent. 
This figure is arrived at by applying the 65 per cent rate to half the 
cohort and the 40 per cent rate estimated for primary school 
children (see below) to the other half of the cohort.  

For school age children we estimate that 40 per cent will require 
childcare. We assume an employment rate of 60 per cent among 
mothers of children in this age bracket based on the QNHS figures 
for the last quarter of 2005 for mothers whose youngest child is 
aged between 5 and 15 years (QNHS q4 2005). We assume one- 
third will work part-time and that none of this group will require 
childcare.115 On the basis of these calculations we estimate that in 
2012, 367,000 children will require some form of childcare.  

The next question is what proportion of these will require centre-
based care, a question that cannot be answered with any certainty. 
Here we assume that the combined effect of the greater availability 
of places and decreasing number of non-employed relatives 
available to provide informal childcare will cause the proportion of all 
childcare that is provided in formal childcare centres to double by 2012 
compared to that recorded in the QNHS in 2004. This assumption also 
reflects the preference for switching to centre-based provision 
amongst a proportion of those using informal care noted earlier. On 
this basis, we estimate a total demand for 137,000 centre-based places by 
2012. If the forecast number of places based on latest approval 

115 The part-time rate among female workers  in q4 2005 stood at 32 per cent. The 
assumption that no part-timer require childcare is likely to under-estimate demand, 
however, this is counter-balanced by the likelihood that the part-time employment 
rate is in fact higher than average amongst this group of women. 
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figures are created (38,000) by the end of 2007 and we add this 
figure to the 57,000 places counted in the 2000 Childcare Census 
(see Table 22.4) this would suggest that an additional 42,000 new places 
would be required between 2007 and 2012 to reach the 137,000 figure 
projected here. 
Table 22.3: Projected Number of Centre-based Childcare Places 

Required in 2012 

 A B C D  

Age 

Projected 
Number 

in Cohort 
(2012)a 

 

Assumption 
re % of 
cohort 

requiring 
childcare b

 

Projected 
Number 

Requiring 
Childcare 

(B*A) 

Assumption 
re % of 

Care that is 
Centre-
Basedc 

 

Projected 
Number of 

Centre-
based 
Places 

Required 
(D*C) 

  %  %  
< 1  

year 70,000 25 17,500 54 9,450 
1 69,000 65 44,850 54 24,219 
2 69,000 65 44,850 54 24,219 
3 69,000 65 44,50 54 24,219 
4 68,000 53 35,00 54 19,278 
5 68,000 40 27,200 20 5,440 
6 67,000 40 26,800 20 5,360 
7 67,000 40 26,800 20 5,360 
8 65,000 40 26,000 20 5,200 
9 65,000 40 26,000 20 5,200 

10 58,000 40 23,200 20 4,640 
11 59,000 40 23,600 20 4,720 

Total     367,350  137,305 
a ESRI Demographic Model. 
b Details of the assumptions underlying these estimates are outlined in the text. 
c For school-age children centre-based care includes after-school care on school 
premises. These proportions are double those in the CSO childcare module which 
showed 27 per cent of those using childcare for pre-school children used centre-
based options and 10 per cent of those using childcare for primary-school children.  
 

As Table 22.4 shows, the biggest projected increase is for after-
school services, which reflects the current low level provision for 
this age group. As mentioned above, ideally this provision should 
make use of existing school premises with necessary modifications. 
Therefore, the capital investment for after-school care should be 
directed at improving existing infrastructure and will not be as 
costly as provision for pre-school care. The working group on 
school age childcare makes recommendations on the appropriate 
physical environment for after-school care, which should be 
incorporated into planned expenditure (NCCC, 2005). 
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Table 22.4: Current and Indicative Figures for Centre-Based Care by 
Age Group 

 Centre-Based 
Care 2000 

Childcare Census 

Places in 
Facilities 

Funded Under 
the EOCP Up 
to Dec 20041

Projected 
Centre  

Based Care 
2012 

Under 1 years 2,337 1,581  9,450 
1 to 2 years  12,515 5,836  48,438 
3-6 years 37,619 21,4312  54,297 
7 to 11 years 4,3323 6,5524 25,210 

Total 56,803 35,400 137305 
1 Survey of Beneficiaries 2004. These are not necessarily additional places. 
2 2004 figure refers to 3-5 year olds. 
3 2000 figures include 12 year olds.  
4 2004 figures refer to 6-14 year olds. 
 

Account should also be taken of the need to expand and 
improve the provision of early education services for 3-4 year old 
children, an issue not taken into consideration in Table 22.3. 
Universal provision as recommended by the NWCI and NESF 
would increase demand to 98,000 places in 2012 for 3-4 year olds 
rather than the 43,000 estimated here. The capital implications of 
this need are unclear, since some of it relates to children who are 
already accommodated in primary schools and thus would have 
little requirement for further capital facilities. 

Quality of care is a key issue for the future and many of the social 
inclusion benefits of early participation are conditional upon the 
quality of care received. Therefore, a high priority must be given to 
staff training and retention, and to best practice in provision of care 
and facilities. Reliance on Community Employment (CE) 
participants as core childcare staff in many community/ voluntary 
sector facilities is highly problematic in this respect and can result in 
the most disadvantaged children being cared for by the least 
qualified workers. The problems with this staffing model have been 
strongly underlined in a number of recent reports (see Southside 
Partnership, 2005; OECD, 2002; Childcare Census Report, 2000).116 
The de facto funding for staffing through CE should be replaced 
with funding for professional staff, and CE trainees should only be 
used to supplement core staff.  

The Childcare Directorate’s proposals to develop training and 
networking opportunities for childminders are also important for 
improving quality. Increasing quality will raise the costs of childcare, 
which needs to be factored into future spending and subsidies.  
 
 

 
116 The Childcare Census in 2000 reports that 38 per cent of staff in community 
sector were either CE or JI schemes, and 17 per cent of staff in privately run 
centres (DJELR/ADM). More recently the Southside Partnership reported that 52 
per cent of childcare staff in the community/voluntary sector were on Community 
Employment schemes (Southside Partnership, 2005, Figure 10). Not all of these 
facilities are funded under the EOCP.  
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NATIONAL CHILDCARE STRATEGY, 2006-2010 

In December 2005, the Government announced a new National 
Childcare Strategy to cover the period 2006-2010. The total cost of 
the plan was projected at over €2.6 billion over the period, of which 
86 per cent (€2.276 billion) was accounted for by current 
expenditure (see Table 22.5). All elements of the programme, 
however, have implications for what is needed in regard to capital 
facilities. 

The main elements of the programme are as follows: 
• An extension of paid maternity leave up to an eventual 

level of 26 weeks from March 2007, with provision for up 
to 16 weeks of unpaid leave. This will reduce demand for 
infant places in centre-based care, but may still leave 
substantial demand for such places for infants aged from 6 
months to 1 year.  

• An Early Childcare Supplement of €1,000 per year is to be 
paid to parents of all children aged up to 6 years. This is the 
largest expenditure element in the strategy, amounting to 
€1,677 million over the period. The key feature to note 
here is that this measure observes the neutrality principle 
referred to earlier, and thus is provided to parents of all 0-6 
year olds rather than just to those who use paid childcare. 
Therefore, it is only partly intended to provide support 
towards the costs of paid childcare and, for the total 
amount of expenditure involved, will have only limited 
impact as a subsidy in that area. 

• A childcare training scheme designed to train 17,000 
childcare workers up to 2010. This should improve quality 
and help ease staff shortages in paid childcare services. 

• A National Childcare Investment Programme (NCIP), 
costing a total of €575 million up to 2010. This is the 
successor to the EOCP 2000-2006, though with greater 
provision for involvement by private providers as well as 
the community and voluntary sector. It is designed to add a 
further 50,000 childcare places, bringing the total provided 
under public investment to 91,000. As with the EOCP, a 
large proportion (38 per cent) of NCIP spending is 
allocated to current costs. The capital element of the 
programme, at €358 million over the period, is modest 
relative to the cost of the overall programme (of which it 
represents 13.5 per cent), although it is larger than the 
capital element of the EOCP (which was €203 million).  

• A childminding tax relief. A minder who cares for up to 
three children in her or his own home may earn up to 
€10,000 from this activity free of income tax. This provides 
a support to informal childminding, which will have some 
effect in reducing the demand for centre-based care. 
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Table 22.5. National Childcare Strategy 2006-2010: Expenditure Measures 
Measure Ongoing Increase over 2005 Base (€ m) 

 2006 2007 2008 2009 2010 Total 
1. Extended maternity leave 35 78 85 85 85 368 
2. Early Childcare Supplement 265 353 353 353 353 1,677 
3. Childcare training 2 2 3 3 4 14 
4. National Childcare Investment 
Programme (NCIP)  
 
Current 
Capital  
Total 

 
 
 

2 
10 
12 

 
 
 

4 
20 
24 

 
 
 

67 
102 
169 

 
 
 

70 
110 
180 

 
 
 

75 
116 
191 

 
 
 

217 
358 
575 

Total current 304 437 508 511 517 2,276 
Total capital 10 20 102 110 116 358 
Total 314 456 610 621 633 2,634 
Additional item:  
Childminding Tax Relief 

3 4 4 4 4 19 

Source: Budget 2006. 
 
 For the next NDP the key issue to be considered here is item 4 
above, the NCIP, and particularly the €358 million in capital 
expenditure envisaged under the NCIP. While it is difficult to 
predict the likely level of demand for centre-based childcare, and 
the projections we provide here are based on very limited 
information, the 50,000 additional places which the NCIP is 
designed to provide would seem to be a reasonable level of 
provision for new State-supported childcare places.  

22.4 
Recommend-

ations  

Our projections could not take account of the number of 
unsupported places created (or lost) between 2000 and 2006. 
Further compilation of information from the City and County 
Childcare Committees on unsupported places is necessary for a 
better assessment of the level of provision needed at the national 
level, and the figures presented here should be reviewed in the light 
of such information. This information will be vital for the effective 
spatial targeting. In this respect the objectives of the NSS with its 
focus on the gateways and hubs must be taken into account. This 
means that investments needed to support the gateways should be 
accorded a higher priority. 

For the period 2010-2013, the focus would need to be 
broadened to take account of the need to improve and expand early 
childhood education. Investment in early education targeted at the 
disadvantaged is included in the education section but is 
predominantly current expenditure. Additional infrastructure 
support would be needed to adapt existing school buildings where 
possible and provide non-school based places. Larger questions 
about the level and nature of currents supports for childcare are 
equally important but are not a matter to be resolved in the context 
of the NDP.  

CURRENT EXPENDITURE 

The National Childcare Investment Programme includes provision 
for an average annual investment of €54 million in current 
expenditure over the period 2007 to 2010. While the focus on the 
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NDP will be on capital rather than current support, here we 
indicate priority areas for those aspects of current support that have 
been included in the current NDP. These are: 

•  Subsidies for current costs to make up for a shortfall in 
running costs from tapered fees based on parental 
income.117 Current experience suggests that it would be 
extremely difficult for many voluntary/community 
providers to become self sufficient while meeting the social 
inclusion aims and providing care to the highest 
professional standard, given the fact that this is a labour 
intensive sector where staffing costs are a high percentage 
of overall costs. 

• Costs of replacing community employment workers with 
trained staff as core staff members. In 2005 the costs of CE 
funding for childcare workers was €24.6 million. The costs 
of substituting other trained workers would be higher.  

• Quality improvement/training. The NCIP for 2007-2010 
does not currently specify the level of investment in this 
area but given the focus on child development this should 
be a priority.  

The exact level of current support needed in this area should be 
estimated in forthcoming expenditure review. 

Table 22.6: Recommended Expenditure 

Childcare 
EOCP  

Sub-Measures 
Total EOCP 
2000-2006 

EOCP 
Annual 
Average 

Recomm- 
endation 

2007-2013 
Annual  
Average 

Recommend 

NCIPa

2007-2010 
Annual  
Average 

       
Capital   Capital Grants 204.5 29.2 Increase 86.7 86.7 

Current  Staffing Costs 193.5 27.6 Increase 

 

Quality Improvement & 
programme 
administration 101.3 14.5    

 Total current 294.8 42.1 Increase (117.0)b 54.0 

Total   499.3 71.3  203.0 140.7 
a Committed in Budget 2006 (NCIP National Childcare Investment Programme).  
b The increased emphasis on quality, early education, staff training and retention and the likely need for 
continued staffing subsidies to meet social inclusion objectives all suggest that the ratio of current supports 
(excluding programme administration costs) to capital supports should be maintained (ratio 1: 1.35). The exact 
level of current support should be estimated in forthcoming expenditure review. 
 
 
 
 
 
 
 
 

 
117 Ideally these should be available to both community providers and private 
providers who provide for disadvantaged children. This would lead to childcare 
provision that is less segregated by children’s socio-economic background.  
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23. SPORTS AND ARTS 

A high skilled economy needs to provide the facilities that high 
skilled individuals require. These facilities are important deter-
minants of the quality of life. While this is particularly important in 
order to retain and attract mobile high-skills workers it is also 
important for the wider population. It is in these terms that public 
support for cultural and recreational infrastructure should be 
evaluated. 

A view of sport as a dimension of cultural and recreational life 
that should be supported by public spending is quite new in Ireland, 
having emerged only in the late 1990s. The previous NDP did not 
include significant provision for sport. Yet public spending in the 
area has grown since the previous NDP was initiated and in 2005 
amounted to almost €185 million, of which just over half (€94 
million) was for capital purposes.  
The types of sport that receive public subsidy in Ireland can be 
divided into two broad categories: 

1. Active sports, which centre on recreational or competitive 
physical activity and where voluntary/community effort plays a 
major part (as in Gaelic games, soccer, rugby, golf, swimming, 
athletics, aerobics, walking and hiking, aquatic sports, etc.).  

2. Betting sports, which consist mainly of horse and greyhound 
racing, where the main forms of public participation are 
spectating and gambling and where core activities are mainly 
commercial in character. The commercial focus of these sports 
would justify treating them under the heading of industrial or 
trade policy, and their links with farming and rural life (especially 
in the case of horse racing) would suggest that they be treated 
under agricultural or rural development policy. For the present, 
however, they are dealt with under a sports heading by the 
Department of Arts, Sport and Tourism, and so are classed 
under that heading here.  

 

To provide a basis for evaluating public capital expenditure for the 
two categories, it is necessary first to consider the rationale for 
public spending on each. 
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 Active sports contribute to a number of socially valuable 
outcomes:  23.1 

Rationale for 
Public 

Spending on 
Active Sports 

 
1. They encourage physical activity in the population and thereby 
make a major contribution to public health, both physical and 
mental (Fahey et al. 2004, 2005.) 
 
2. They are the context in which a large number of voluntary and 
community clubs have emerged (approximately 2,200 in the GAA 
alone) and these clubs are the main arenas in which voluntary 
activity takes place in Ireland. A recent estimate has suggested that 
for every four adult people who regularly play active sports, there 
are three adults who volunteer (Delaney and Fahey, 2005). These 
sports are thus major generators of community activity and social 
engagement (or what is now sometimes labelled ‘social capital’) 
among both young people and adults.  
 
3. Public support and following for teams or individuals competing 
in local, national and international events are an important 
dimension of social life and a major basis for the formation and 
expression of collective identity in modern societies. 
 
4. Active sport generates a significant level of economic activity, 
which has been valued by a number of estimates as lying in the 
range of 1-2 per cent of GDP (Delaney and Fahey, 2005). 

The social importance of these outcomes does not in itself 
dictate a particular level of public support. Calculation of the issues 
involved is difficult, since many of the outputs (such as improved 
public health) and inputs (such as volunteering) are difficult to 
measure. In view of the steady increase in population, the rapid 
development of new housing, the generally underdeveloped state of 
facilities for physical recreation in many parts of Ireland, there is a 
prima facie case for public support.  

On the other hand, there is evidence that inadequacies in sports 
facilities are not experienced by the public as an impediment to 
participation in sport (Fahey et al., 2004). There may be particular 
activities (such as swimming) where a latent demand would be 
stimulated and met by provision of suitable facilities and where a 
‘merit good’ case can be made to justify State support. But it cannot 
be assumed that this case applies equally across all sports or regions 
of the country. Furthermore, there are sectors (such as primary 
schools) where sports facilities clearly are inadequate (Fahey et al., 
2005) but which receive only marginal support from existing 
spending on sport. In sum, therefore, the level and targeting of 
public spending in this area needs to be well-planned. As the 
Department of Arts, Sports and Tourism (n.d., p. 6) has stated, it 
needs to link clearly with other areas of sport and social policy, and 
to be based on “…sound information and knowledge about relevant 
issues such as existing facilities, demographic trends, facility demand 
and usage levels.”  
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 While horse and greyhound racing industries produce benefits for 
the rural economy, the positive social outcomes arising from betting 
sports are fewer and more uncertain than those arising from active 
sports, and have more to do with a commercial logic than a sporting 
logic. Betting sports entail no significant physical activity or public 
health benefit and the voluntary/community dimension is absent. 
The spectating element is very strong. According to data reported by 
Horse Racing Ireland and Bord na gCon, there were 1.4 million 
attendances at horse racing and 1.3 million attendances at greyhound 
racing in 2004 (in both instances representing a large increase in 
attendance levels in recent years). While these attendances might 
have a positive social component, the precise social benefits are hard 
to define or measure. The level of economic activity generated by 
horse and greyhound racing is substantial,118 but the existence of 
market failure that would justify State support for these industries 
has not been demonstrated.119  

23.2 
Rationale for 

Public 
Spending on 

Betting Sports 

The centrality of gambling to these sports is a defining feature. 
Spectating and attendance at race meetings are strongly connected 
with gambling, gambling is a large component of the economic 
activity they generate, and the level of gambling on these sports has 
risen sharply in recent years. Betting on horse racing is estimated to 
have more than doubled between 1997 and 2003 (Indecon, 2004) 
and on-course betting on greyhound racing increased by 321 per 
cent between 1995 and 2005 (Bord na gCon, 2004). Total off-course 
betting for 2004 is estimated at €2.3 billion (data provided by 
Department of Arts, Sports and Tourism), while on-course betting 
for horse and greyhound racing combined amounted to €362 million 
(Horse Racing Ireland, 2004, Bord na gCon, 2004). Total betting for 
2004 is thus €2.66 billion, which is roughly the equivalent of €1,900 
per household.120 While public policy might consider it desirable for 
economic reasons or for the benefit of the rural economy to expand 
the horse and greyhound racing industries, it is less evident that 
gambling on sport is a social good that public expenditure should be 
used to promote.  

In view of the above, the rationale for such a level of public 
expenditure in support of betting sports is at best mixed and its 
focus on gambling gives it a questionable social value.  

 
 

118 Indecon’s (2004, p. 68) employment estimates are 5,000 direct and 2,700 indirect 
jobs in horse racing, and 4,200 jobs in on-course and off-course betting, with many 
of the latter jobs casual or part-time in nature.  
119  Economic valuations of the economic costs and benefits of the Irish stallion 
tax incentive have been carried out (for a review, see Indecon, 2004) but similar 
valuations of State supports for horse and greyhound racing as referred to below 
have not been conducted.  
120 Comprehensive data on winnings paid out and bettings retained are not 
available. Indecon (2004, p. 65) estimates that total net on-course betting 
expenditure (i.e betting retained by bookmakers and the Tote) was between €12-24 
million in 2003, which would represent about 5-10 per cent of on-course betting. 
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 The main public spending programmes on sport that come under 
the responsibility of the Department of Arts, Sport and Tourism are 
set out in Table 23.1. Included in this table is an indication of the 
expenditure that the Department has planed for the period 2006-
2009, with an approximate breakdown between current and capital 
expenditure. The first three programmes in the table are concerned 
with active sports, and the fourth is concerned with betting sports. 
The fifth programme consists of spending administered through the 
Irish Sports Council and is concerned with active sports. It is 
included in the table for completeness. It entails no capital 
expenditure and is not considered further here.  

23.3 
Assessing 
Progress 

SPORTS CAPITAL PROGRAMME 

This programme provides grant support for sports capital projects 
to voluntary and community sports clubs, national governing bodies 
of sport, local authorities, colleges, and primary or second-level 
schools that submit joint applications with sports clubs. For local 
facilities, the maximum grant is 70 per cent of the total cost (80 per 
cent in the case of disadvantaged areas) and for regional or national 
facilities the level of grant depends on the scale of the facility. 
Funding is allocated on the basis of applications received. 
Applications are scored according to a set of criteria designed to 
reflect the objectives of the programme and ensure a balanced 
spread of grants by county and sport. 

In the period 1997 to 2005 a total of €395 million has been 
allocated to 4,923 projects under this programme. Expenditure is 
expected to continue at about €60 million per year.  

This programme is broadly justified on the basis of the rationale 
for public support for active sports outlined earlier. However, a 
Capital Expenditure Review of the programme for the period 1999-
2002 pointed to the need for a strategic approach to planning for 
sports facilities and a sound information base on existing facilities, 
facility demand and usage levels (Department of Arts, Sports and 
Tourism, n.d.). This need has not yet been fulfilled. In 2005, it was 
decided to conduct a national audit of sports facilities in order to 
assist with strategic planning but work on this is still in its early 
stages. The planning basis for this programme is, therefore, 
inadequate and as it progresses the risk of sub-optimal targeting or 
excess levels of spending increases. In so far as possible, further 
spending on the programme should increasingly be linked to need as 
identified by the audit of sports facilities and in the context of a 
strategic plan for such facilities.  

MAJOR CAPITAL PROJECTS 

This programme involves two major once-off projects – Sports 
Campus Ireland and the redevelopment of Lansdowne Road 
stadium – that are important elements of Government sports policy. 
Sports Campus Ireland is expected to enable important spin-off 
benefits for Ireland to be produced from its potential as an 
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international training centre in the run-up to the London Olympics 
in 2012. Public capital expenditure on the two projects combined 
will amount to €310 million over the next two to three years. Both 
projects should proceed as planned. 

SWIMMING POOL PROGRAMME 

This is a programme of grant support for building or re-furbishing 
local authority swimming pools. The programme was closed to new 
applicants in July 2000, by which time 56 applications had been 
received. Of these, 18 projects have been completed, 14 are in 
construction or about to begin construction, and the remainder are 
being processed.  

The rationale for this programme is similar to that for the Sports 
Capital Programme above, though with the added consideration that 
swimming is a form of physical activity that can be targeted on 
population categories that have been identified as priorities from a 
physical activity point of view (such as older people, inactive 
women, children). The programme should proceed as at present. 
Any future development of the programme should be contingent of 
the finalisation of a strategic plan for sports facilities as referred to in 
the Sports Capital Programme above.  

HORSE RACING IRELAND AND BORD NA GCON 

Horse Racing Ireland (HRI) and Bord na gCon (BnagC) are State 
bodies with responsibility for controlling and developing the horse 
and greyhound racing industries. HRI and BnagC are funded in part 
by the Exchequer and in part by income from a range of levies and 
activities. Exchequer funding is provided through the Horse and 
Greyhound Racing Fund, which was established by the Horse and 
Greyhound Racing Act, 2001. In 2004, the Government committed 
€350 million to the Fund, which is sufficient to sustain financial 
support to HRI and BnagC at present levels up to 2008. 

Annual revenue to the Horse and Greyhound Racing Fund is 
provided in part by an excise duty on off-course betting. When the 
Fund was established in 2001, the rate of excise duty was 5 per cent 
and was sufficient to meet the funding requirement in full. The 
excise duty was reduced to 2 per cent from 1 May 2002. This led to 
a shortfall in revenue, which was made up from direct Exchequer 
sources (in 2005, the betting excise yielded €46.1 million revenue for 
the Fund and the balance made up directly from the Exchequer was 
€22.45 million, a ratio of 67:33). The excise duty has been further 
reduced to 1 per cent in Budget 2006, so that the share of revenue 
drawn from direct Exchequer sources will be larger in the future.  

The level of financial support provided to horse and greyhound 
racing from this Fund is large, at €68.4 million in 2005. This is 
approximately one-third of total expenditure on sport administered 
by the Department of Arts, Sport and Tourism. This funding is 
allocated on an 80:20 basis between HRI and BnagC (€54.7 million 
to HRI and €13.7 million to BnagC  in 2005). In 2004, income from 
this source accounted for 66 per cent of total income of the HRI. 
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The purposes to which expenditure by HRI and BnagC is devoted 
are varied and are directed more towards current than capital 
activities. In 2005, 14 per cent of HRI income from the Horse and 
Greyhound Racing Fund (€7.8 million) was directed towards capital 
expenditure, while the corresponding proportion for BnagC was 41 
per cent (€5.7 million). 

Table 23.1: Public Expenditure Programmes on Sport 
Programme Funding Source Purpose Expenditure 2005  

€ million 
Capital Expenditure 

Plans 2006-2009 
(Four Years) 

   Capital Current  
1. Sports Capital  
 Programme 

National Lottery Grant support to sports 
bodies for capital 
projects 

56.8  
 

 
 

€60 million per year, 
subject to annual 
review 

2.Major Sports  
 Capital 
 Projects 

National Lottery/ 
Exchequer 

(a) Sports Campus Ireland  
 

(b) Lansdowne Road 
stadium re-development  

 
 

 9.5 

1.3 (a) Total €119 million 
by 

completion in 2009 
(b) €191 million grant 
support (total cost 
€365 million); 
completion by 2008 

3.Swimming 
 Pool  
 Programme 

Exchequer Grants to local authorities 
to develop/ refurbish public 
swimming pools 

14  €25 million per year, 
subject to annual 
review [assume €80 
million over period]  

4. Horse and  
 Greyhound 
 Racing  
 Fund 

Excise on off-
course betting/ 
Exchequer  

Current and capital funding 
to (a) Horse Racing Ireland 
and (b) Bord na gCon to 
support horse and 
greyhound racing  

(a) 7.8 
 

(b) 5.7 

(a) 46.8 
 

(b) 8 

(a) €200 million 
capital development 
programme 2004-
2009, of which €110 
million from HRI, of 
which amount from 
Horse and 
Greyhound Racing 
Fund is unspecified 
[assume €35 million 
over period] 

 
5. Irish Sports  
 Council 

Exchequer Current support for 
recreational and 
competitive sport 

 34.4  

Total 2005 
Total 2006-2009 

  93.9 90.5  
€665 million 

Assumed capital  
    expenditure  
    2010-2013 

   €235 million 

Total capital expenditure 2006- 
   2013 

   €900 million 

 
On a unit basis, the public subsidy entailed by this level of 

funding is particularly large in connection with horse racing: it is the 
equivalent of almost €40 for every person attending a race meeting 
in 2005 and is €179,000 per meeting. Based on Indecon’s (2004) 
estimates of employment in horse racing, it is an annual subsidy of 
about €7,000 per job in the sector. This subsidy is over and above 
the support given to the horse breeding industry by virtue of the tax 
reliefs in regard to stallion fees. The subsidy per person attending a 
greyhound race meeting is smaller at just over €10.  

As indicated earlier, the rationale for public subsidy to horse and 
greyhound racing, whether for current or capital purposes, is mixed 
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and is questionable is some respects. The large size of the subsidy, 
particularly in regard to horse racing, gives rise to more questions 
about the justification for the programme. Since the Government 
has made commitments under the programme out to 2008, these 
commitments should be honoured. However, it is difficult to see a 
rationale for an extension of the programme at a similar level beyond 2008 
particularly in view of the large share of funding for the programme between now 
and 2008 that will have to be drawn from general Exchequer sources. The 
benefits and rationale for the programme should be stringently 
evaluated so as to determine what level of public funding is merited 
beyond 2008 and also to review the forms and levels of public 
revenues that might be drawn from horse and greyhound racing. 

 
 As already described, capital expenditure on sport for which the 

Department of Arts, Sport and Tourism has reasonably firm plans 
amounts to €665 million up to 2009, of which almost half is 
accounted for by two major projects – Sports Campus Ireland and 
the Lansdowne Road stadium. Both of these are major priorities for 
sports policy and both are scheduled to be completed by 2009. It is 
unlikely that other major projects requiring similar levels of public 
support would follow these. Capital expenditure on sport apart from 
these two major projects might be expected to continue at levels 
similar to those at present. However, the planning and information 
base for this expenditure is underdeveloped and measures that have 
already been proposed to improve that base (such as the national 
audit of sports facilities and the development of a national strategy 
for sports facilities) should be implemented. The precise volume and 
targeting of future spending cannot properly be determined until 
that planning base is in place.  

23.4 
Priorities for 

Next Plan 

The scenario we assume here is that, following completion by 
2009 of the two major capital projects already mentioned, the 
volume of public capital expenditure on sport for the period 2010-
2013 will be well below that for the period 2006-2009 but will 
remain substantial. Here we assume that public capital expenditure 
on sport for the period 2010-2013 will amount to €235 million in 
total, which is less than half the size of the programme for 2006-
2010. 

 
 Plans already in place that cover the period up to 2009 combined 

with likely levels of activity beyond 2009 give an overall estimate of 
the total public capital expenditure on sports facilities over the 
period 2006-2013 of €0.9 billion, with a front-loading of expenditure 
on the first half of that period (€665 million). Averaged over the 
eight years of the programme, this is more-or-less the same level of 
capital expenditure on sport as in 2005.  

23.5 
Recommend-

ations on 
Sports 

Facilities 

Our recommendations are as follows:  
(a) overall expenditure of this magnitude over the period 2006-

2013 is justified; 
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(b) in view of current construction industry constraints, it 
would be preferable if the front-loading of expenditure on 
to the first half of the period were reduced and the timing 
of expenditure adjusted to produce a more even spread 
over the whole period; 

(c) the planning basis for determining precise levels and 
targeting of expenditure should be improved. Two relevant 
instruments have already been proposed by the Department 
of Arts, Sports and Tourism – a national audit of sports 
facilities and the development of a strategic plan for sports 
facilities. These should be implemented and, aside from the 
Lansdowne Road and Sports Campus Ireland projects, 
future spending under other aspects of the Sports Capital 
Programme and the Swimming Pool Programme should be 
slowed until they have been completed and are available to 
guide that spending; 

(d) commitments already made to support the horse and 
greyhound racing industries up to 2008 should be 
honoured, but support for these industries beyond that date 
should be based on a rigorous cost-benefit evaluation, 
taking account both of actual expenditure under the Horse 
and Greyhound Racing Fund and the tax treatment of on-
course and off-course betting that is entailed in the current 
system.  

 
 
ASSESSING THE PROGRESS OF PREVIOUS INVESTMENT 23.6 

Cultural 
Facilities 

Public investment in good roads and clean water addresses 
constraints on the economy and the nation’s health. But cultural 
infrastructure also plays an important role in determining the 
standard of living in a modern society (ESRI, 1999). Therefore, it is 
desirable to ensure that cultural life should flourish and that the 
cultural life is inclusive and avoids imbalance between ‘customers’ 
and ‘suppliers’ of the arts.  

Public funds raised from taxation have many competing uses and 
so it is important to determine the rationale for investment in any 
particular area. Public investment in the arts is usually justified on 
the grounds that it has 'public good' characteristics and that there 
would be under-investment if it were left to the private sector; 
public investment is also justified if it is redistributional by helping 
low-income groups or other excluded groups (O’Hagan, 1998). It is 
worth elaborating in more detail the nature and extent of the public 
goods or ‘external benefits’ of arts facilities, which would result in 
under-supply, if the supply of arts facilities were left to the market.121 

121 It is important to note that while philanthropy is an important source of funding 
for the arts in North America and to a lesser extent some other EU countries, this 
is a considerably more limited source of funding in Ireland. This means that the 
need for public intervention is stronger in Ireland than in many other developed 
countries. 
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These three broad justifications, and their sub-heads, are spelt out 
briefly as:  

1. Public Benefits  

These include the economic spillover effects, through the 
encouragement to tourism and attracting foreign business, and the 
development of national identity, social cohesion/continuity and 
national prestige; development of social criticism, the ‘mirror of 
society’, and promotion of experimental and innovative work. 

 2. Information Failures  

“Too few” people choose to patronise the arts so that unaided the 
arts are not viable. This may sound paternalistic, in that it 
presupposes that consumers are unable to evaluate the benefits of 
arts correctly. The counter-argument says that if people have not 
been exposed to the arts as part of their education then they have 
not had the opportunity to appreciate them and develop their tastes 
– if they had the opportunity they would then be able to make 
choices on the basis of ‘better’ information and would engage in 
more culture.  

3. Distribution Issues 

The so-called high arts tend to be patronised by the well-off. Policies 
to promote equal access and participation by those who are 
effectively excluded from enjoyment, including policies to help 
people with disabilities and to help provide a regional spread are 
thus called for. 
 
 The intended spending of the Regional OPs of the current NDP 
on Culture Recreation and Sports amounted to €36.3 million in the 
BMW region and €4.1 million in the South and East region. This 
relatively low level of investment in arts and culture suggests that 
they did not rank highly against the major economic opportunities 
of the NDP. However, funding for arts and culture activities was 
also provided outside the NDP. The issue of funding for the arts in 
general is a constant source of debate. In the allocation of funds in 
the NDP, the arts have to compete with other demands, most of 
which are making claims to the effect that their activities are 
‘intrinsically good’. Provided that the broad principles outlined 
above are kept in mind, funding of the arts can stand up relatively 
well.  

23.7 
Lessons of 

Research on 
Arts Policy 

SUBSIDY PER ‘CUSTOMER EVENT’ 

Given that public resources have many uses one should consider the 
usefulness of a particular investment in terms of its opportunity 
cost. In that sense resources devoted to funding the subsidy per 
‘customer event’ are ‘tax-payers’ resources foregone. However,  
these may be well worth foregoing, if the wider societal experiences 
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of identity, diversity, continuity and understanding are the result, 
namely, the public benefits outlined above. The subsidy gives an 
idea of how much is being paid for these. 

It is difficult to estimate the precise subsidy per ‘customer event’ 
as it is difficult to disaggregate the data correctly. An approximate 
figure can be estimated for a subset of the arts, namely, the 
performing arts (Fitzpatrick Associates, 2004). Here there were 3 
million attendances in 2003 and €33 million came from the public 
sector, giving a subsidy per attendance of €11. Half of this is 
estimated to be returned to the Exchequer in various forms of 
taxation, making the net subsidy approximately €5.5 per attendance. 
However, there may be some tax reliefs to be added to the €5.5 that 
have not been considered here. 

As O’Hagan points out, in so far as there are public benefits, 
then some, all or more than this can be justified, depending on the 
value of the public benefits, if one could calculate them. 
Furthermore, some of the expenditure could also have been targeted 
at accessibility and at what can be termed broad educational gaols. 

The manner in which public support is given to the arts is an 
important issue and determines who benefits. The issue can be best 
illustrated by the analogy with public support in the form of housing 
subsidies. It is not a foregone conclusion that the ultimate 
beneficiary is the recipient of the subsidy, if the subsidy finds itself 
being ‘passed on’, as in this analogy to landlords. Recent revelations 
of the depressed level of incomes in some arts professions in Ireland 
may reflect just such a reality (Arts Council, 2005a). If there is 
insufficient demand from ‘customers’ compared to a rising number 
of suppliers due to the manner in which subsidies are disbursed, 
artists’ remuneration is likely to become depressed. To overcome 
this, emphasis needs to be placed on developing a more arts 
oriented paying public. 

The question of comparative levels of State arts’ expenditure 
between countries including Ireland has been addressed in a report 
by the International Arts Bureau (2000). However, the measurement 
of State expenditure has to deal with two broad problems. The first 
is the difference in definitions of ‘art’ and art disciplines defined in 
the analysis.122 The second is the difficulty of estimating the less 
visible ‘expenditure’ via tax reliefs for artists (the artists’ exemption) 
and for donors and availability or otherwise of VAT deductions (the 
last aspect appears not to have been dealt with in the study). Results 
must therefore be viewed as broadly indicative. The report found 
that in 1997 central Government spending on arts through the 
Department of Arts, Heritage, Gaeltacht and the Islands and the 
Department of the Environment was £40.2 million. Local 

122 The definition of arts for the study of comparative State support were: 
community arts, dance, drama, festivals/other mixed artforms/venues, film 
production literature support, music, opera, visual arts/public art/ photography, 
museums and galleries. Excluded was expenditure on libraries, built heritage, 
mainstream arts education or professional training, and public service broadcasting. 
Capital expenditure of domestic origin is identified.  
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Government spending was £3.8 million bringing the total to £44 
million. 

Indirect public support through tax relief was estimated at £24.4 
million.  

The report considered that per head public support was near the 
bottom for EU countries. As a share of GDP, spending on the arts 
in Ireland was 0.07 per cent, rising to 0.09 per cent when museums 
were included. This was less than a fifth of the share in Finland and 
Germany, for example, and about half the share in England. 
Funding has increased since 1997. Figures for 2003-4 prepared by 
the Canada Council for the Arts (2005) compares Arts Council 
Budgets per head. Ireland’s budget comes out at three-quarters of 
that for England, which shows that the position has improved. 

Whatever the levels of public funding, capital and current, the 
major consideration is that there be value for money, balanced 
attention to the interests of the arts ‘customers’ and ‘suppliers’, and 
efficiency. Arrangement for multi-annual funding is another aspect 
of efficiency, enabling music organisations to plan ahead with 
sourcing.  

 
 

MAJOR NATIONAL INSTITUTIONS 23.8 
Investment 

Priorities for 
the Next Plan 

Several major cultural institutions are considered to be in need of 
investment to maintain or bring them to the standards expected 
today. These include the National Museum, the National Library, 
the Irish Museum of Modern Art, the Chester Beatty Library. The 
cost is estimated at €340 million over the seven years. Additionally, 
the Abbey Theatre’s estimated €155 million. There is an argument 
that there is some excess classical performing capacity in Dublin, in 
the Helix, the funding of which ultimately came from the public 
purse. This could weaken the case for capacity expansion in Dublin, 
though it mainly serves to illustrate the difficulties of outreach and 
management that need to be addressed. Other proposals include: 

SPECIAL PROGRAMMES 

• The 1916 Centenary Programme is estimated at €16 million. 
• The local arts communities’ ACCESS Scheme, at €20 

million overall, assists the development of integrated arts 
centres, theatres, museums and galleries as well as arts 
studios and other creative and performance spaces. With 
particular emphasis on community-based projects, the 
scheme is expected to bring about a greater participation in 
the arts. 

• Wexford Opera produces local and wider spillover effects, 
operates in a competitive market and its building 
programme is expected to cost €26 million, assuming a 
contribution of €4 million from private sources. 
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EFFICIENCY MEASURES 

•  To exploit economies of scale, the investment of 
information technology for centralised advance information, 
marketing and box office within performing arts venues, 
would be worth supporting. Including the set-up costs, the 
sum would not be large. 

• Other capital projects, such as enhancing stocks (books, 
digitisation, archives etc.) are costed at between €100 and 
€140 million. Digitisation will provide national access and 
world access to the collections of the national collecting 
institutions. 

• There is a further investment that fits the justification for 
public funding, as a targeted scheme to address 
misinformation or an externality, such as a management-
training subsidy. This is a cultural curriculum support 
service that addresses the uneven arts provision in schools 
and the issue of inclusiveness. A scheme has been costed 
for music education and a four-year programme has been 
piloted for a year in Donegal. Applying the initial four years 
of the pilot curriculum support nationally would cost €25 
million to be spread over seven years (€3.57 million per 
year). Further discussion follows here. 

INFORMATION LEARNING 

Investment in the curriculum support element of the start-up costs 
of Music Network’s proposed National System of Local Music Education 
Services fits the criteria for the NDP (Music Network, 2003). The aim 
of the full project is to enable Ireland to have the musical, cultural 
and community life more akin to that of countries with similar 
incomes that devote more resources to the arts, such as the 
Scandinavian countries. The project consists of a ten-year 
programme to develop music education services to address the 
uneven provision in general education and also in vocal and 
instrumental tuition. (Other art forms may also have similar 
proposals.) 

The programme works through present administrative and 
physical structures, but it redefines roles and co-ordinates effort, to 
address the fact that the most is not being made of current 
resources. Thus it could be seen as efficiency oriented. The start-up 
year involves an amount of upskilling of teachers who, for example, 
have often had to teach several subjects despite not being specialists 
and having little by way of support. The project would be a 
systematic approach to including all schools and removing the hit-
and-miss experience as to whether or not one’s school has a vibrant 
artistic life.  

A priority for the NDP would be that element of the proposal 
relating to support services for primary and second-level schools. 
This could deal with the problem of exclusion from appreciating 
those art forms that are demanding particularly at the early stages, as 



316  EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

discussed above. The start-up expenses of the curriculum support 
for a pilot scheme have been estimated by Donegal VEC to be 
€0.111 million, €0.167 million, €0.222 million and €0.278 million in 
the four years. The benefits of the project, which have been seen in 
similar schemes, include the help they provide in the development 
of many skills, and the enrichment they provide to the curriculum 
with cultural links to other subjects, to the wider community and to 
lifelong learning.  

EXCLUSION 

Investment is required in start-up costs of programmes to help 
persons still excluded. Examples would be the setting up of schemes 
for OAPs or, indeed, for persons without private transport. The 
possibilities should be investigated for the introduction of integrated 
ticketing, or transport schemes, that local groups such as residents' 
associations, churches and other bodies could be offered as special 
deals. The improvement or otherwise in genuine accessibility needs 
to be assessed. The problems that people with a disability have with 
transport appear not to have been addressed. Investments oriented 
to learning and exclusion in general have the advantage of regional 
spread. 

Table 23.2: Recommendations on Arts and Culture 
Measure Recommendation 2006 

(€ million) 
2007-2013 
Average 

(€ million) 
Culture, Recreation and Sports  5.0  
Culture: National Facilities There is a problem of 

regional concentration. 
  

Special Programmes: 
1916 Centenary  
Local arts communities ACCESS Scheme  

 

 
Total = €36 million 

 5 

Efficiency measures: 
Central marketing/scheduling;  Stock enhancement 
(including digitization)  

 

  15 

Education: 
Support and up-skill arts/music teachers  
(National System of Local Music Education Services
is being piloted in Donegal).  

Four year programme costing 
€25 million over four years. 
There is a serious need for 
schemes that would help to 
upgrade and even out the 
quality of the existing 
arts/music slot in the school 
curriculum. 

 3.57 

Exclusion: 
 

There are no costings.  
Use €1 million per year 

 1 

Total Culture   99.57 
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24. SUMMARY AND 
CONCLUSIONS 

Since 2000, when the current NDP started, a number of important 
changes have occurred in Ireland. Overall economic growth slowed 
in the early years of the plan but has recovered so that Ireland 
continues to outperform most OECD countries. Along with fast 
growth a change in the sectoral composition of the economy is 
becoming increasingly evident with services becoming more 
important. At the same time with increased globalisation the level of 
international competition in product markets has increased 
significantly, not least because of the strong performance of 
emerging economies. While Ireland has continued to attract FDI, 
competition for such investment has also increased internationally. 
In this respect the loss of competitiveness has had a significant 
impact. Continued net immigration, while expanding the labour 
force, has resulted in significantly higher demand for housing.  

24.1 
Context 

 
 The third National Development Plan is currently reaching 
completion. On the basis of all of the research undertaken to date it 
is clear that these Plans have made an essential contribution to the 
transformation of the Irish economy and society over the last fifteen 
years. Without successive NDPs the economy would have choked 
from lack of infrastructure, unemployment would still have been a 
serious social issue and the environment would be under much more 
serious pressure than is currently the case. The experience of the last 
three successful NDPs holds some important lessons for the future. 

24.2 
Macroeconomic 

Implications 

While the overall strategy pursued under successive National 
Development Plans has been appropriate, with the benefit of 
hindsight some areas where improvements could have been made 
can be identified. In the second NDP the level of investment, 
especially in transport infrastructure, was not sufficiently 
adventurous. In the current NDP the level of investment in physical 
infrastructure was, if anything, ramped up too rapidly with 
significant inflationary consequences. While the stance of fiscal 
policy under the first two NDPs was supportive of their objectives, 
under the current NDP fiscal policy has aggravated the inflationary 
consequences of the investment expenditure. In addition, the 
supporting measures (e.g. pricing of access to infrastructure) 
recommended in Fitz Gerald et al. (1999) and (2003), which were 
aimed at obtaining best use out of the new infrastructure, have 
generally not been implemented. This has reduced the albeit high 
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rate of return below what might otherwise have been obtained. 
Finally, in programmes where there has been a major increase in 
levels of public investment in a short space of time there have in a 
number of cases been problems with project management. 

For the next NDP the strategy remains rather similar to that 
identified in the Mid-Term Evaluation of the current NDP. There is a 
need to complete the investment in the major primary roads as soon 
as possible. To provide for sustainable economic development over 
the coming decades there is a need to invest effectively in public 
transport serving major urban areas, especially Dublin. Investment 
in R&D and human capital also remains an important priority. With 
the achievement of compliance with the EU urban waste water 
directive there can be some slowdown in investment in that area in 
the next NDP. Generally, with the economy operating at close to 
capacity direct supports for the business sector ranging from 
manufacturing to tourism and agriculture should be phased out.  

As identified in Chapter 11, if the NDP is to address the 
infrastructural needs of the economy effectively a series of 
supporting measures will be required. Many of these measures were 
identified in previous reports (Fitz Gerald et al. 1999 and 2003) but 
have not yet been fully implemented. The success of the next NDP 
will necessitate closer attention being paid to such measures if the 
best results are to be obtained from the huge planned investment 
programme. 

The analysis in Chapter 5 largely replicates the results from 
previous such studies suggesting a high rate of return to successful 
investment in infrastructure, human capital and research and 
development. Ireland still has a substantial infrastructural deficit to 
be made up as a result of historically low levels of investment in 
previous decades and the very high rate of growth experienced over 
the past decade.  

The analysis in that chapter indicates that the planned investment 
in the next NDP, through relaxing the infrastructural constraint, 
would allow the economy to grow more rapidly in the next decade. 
Over the course of the decade after completion of the next NDP 
the capacity level of GNP would be raised by at least two percentage 
points and possibly even three percentage points above the level it 
would be without such investment. The analysis in this chapter also 
suggests that the rate of return to the State on the investment would 
be quite high, fully justifying the very substantial commitment of 
resources. 

If the necessary infrastructure could be bought ready-made from 
a supermarket then the optimal strategy would be to undertake the 
necessary investment very rapidly. However, the bulk of the 
infrastructure has to be produced domestically, in particular by the 
building sector. This means that the more rapid the deployment of 
new infrastructure the greater the share of national resources that 
have to be bid away from other sectors of the economy to produce 
the infrastructure. In Chapter 5 we analyse how large an investment 
programme the economy is capable of delivering without serious 
inflationary consequences.  
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While there is a high rate of return to efficient investment the 
results presented in Chapter 5 also suggest that the economy will 
have difficulty delivering the much needed investment at a 
reasonable cost. While the funding may theoretically be there to 
close the infrastructure gap rapidly, the economy does not have the 
ability to produce all the necessary infrastructure over the period to 
2013 without squeezing out other important economic activity. This 
means that any attempt to close the gap too rapidly will seriously 
raise the cost of the investment, reducing the potential rate of 
return. 
There are two possible responses to this constraint: 

Given the likely long-term importance of the proposed 
infrastructure the best approach would be to use the tax system 
specifically to reduce private sector demand for the output of the 
building sector. This would allow the public sector to buy the 
necessary infrastructure at reasonable cost without putting undue 
pressure on the tradable sector of the economy. (It might also 
reduce the risk of a bubble in the housing market.) Even if the 
building and construction demand were not targeted specifically, a 
tight fiscal policy would also reduce existing demand pressures in 
the economy though reducing Government expenditure or 
increasing general taxation. 

The alternative approach, which is assumed in this report, would 
see the start up of some major projects being postponed by a year or 
two. This would delay the benefits that would undoubtedly accrue 
from those investment projects that are delayed. The counterpart to 
this delay would be significantly lower costs for the economy in 
delivering the investment. The profile of investment recommended 
in Chapter 5 in our view provides the best compromise between the 
urgency of the need for the infrastructure and the importance of 
maintaining the competitiveness of the economy in the medium 
term. While a “second best” result, the objective of this delayed 
phasing of investment over the period 2007-2013 would be that it 
would ensure that the share of the economy accounted for by the 
building sector would not increase and would preferably show a 
gradual reduction towards its long-run sustainable level. The 
downside of such an approach would be that the economy would 
not have the benefit of the valuable infrastructure as early as it 
would under the first of these approaches. 

As the first of these approaches (tightening fiscal policy) may not 
prove generally acceptable, the approach adopted in this report is to 
recommend an NDP for the 2007 to 2013 period which, while still 
very ambitious, would be significantly below that envisaged in the 
Multi-annual Capital Investment Framework (MACIF) published as 
part of Budget 2006. This analysis argues for a slower ramping up of 
the investment, with more of it taking place after 2010 when there is 
a higher probability of the economy having slowed down. It also 
argues for the Government saving the money not spent due to a 
postponement by running a surplus, so that it would be available 
post-2010 to finance the higher investment programme even if the 
public finances had been hit by an economic slowdown. 
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In terms of prioritisation the analysis suggests that there will be 
fewer constraints in delivering on the necessary investment in 
human capital than there will be in the case for investment requiring 
building and construction. For the infrastructural investment it will 
be very important to undertake the necessary cost-benefit studies to 
allow the prioritisation of different projects. This will be especially 
important in the case of the transport investment to ensure that very 
large projects are correctly sequenced to produce the maximum 
return to the economy and to minimise the direct and the indirect 
costs of delivery. 

As shown in Table 24.1, this report recommends a major 
increase in investment on transport. This should allow the 
completion of the programme of upgrading the primary road system 
over the course of the next NDP. It should also allow an ambitious 
programme of investment in public transport, which should provide 
for sustainable economic growth beyond the end of the next decade. 
However, as envisaged by the Minister for Finance, all transport 
projects should undergo a rigorous cost-benefit analysis, preferably 
overseen by the Department of Finance. This report recommends a 
10 per cent cut in expenditure on social housing, not because such 
housing does not bring significant social benefits, but rather because 
the economy does not have the capacity to deliver a higher level of 
investment without more severe inflationary consequences.  
Table 24.1: “Recommended” NDP PCP Expenditure, € millions 

  
2007-2013, Annual Average 

at 2006 Prices 
 2006 Recommended 
Transport 2,555 3,374 
Housing 1,245 1,133 
Public Administration 1,029 1,125 
Health 645 721 
Education 684 858 
Enterprise sector 601 521 
Agriculture 214 174 
Environment 590 497 
Total 7,563 8,403 

 
For investment in health infrastructure there is provision for a 

volume increase for the next NDP. The recommendations in this 
report would also imply a significant increase in investment in 
education infrastructure. 

In the case of investment in the enterprise sector, including 
agriculture, it is recommended that expenditure should be cut back 
over the course of the next NDP. The role of the State is to provide 
the appropriate context for the business sector to operate, not to 
provide direct financing. Investment by the business sector should 
be determined by that sector based on its likely commercial 
profitability. The same rules should be applied to the energy and 
telecommunications sectors as to the rest of the business sector – no 
direct support by the taxpayer. With the economy continuing to run 
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at capacity over most of the current NDP, the arguments previously 
advanced for providing direct support for commercial activity are 
further strengthened. 

This report also recommends a significant reduction in 
investment in environmental infrastructure. This recommended 
reduction takes account of the fact that the requirements of the EU 
Urban Waste Water Directive are now nearly achieved. In addition, 
the cost-benefit analysis to support a continuing high level of 
investment is not as yet available.  
 
 The NDP will have a number of objectives. Apart from putting in 
place the investment necessary to maintain national competitiveness 
within a sustainable budgetary framework, it also has important 
goals in implementing the National Spatial Strategy (NSS); 
alleviating poverty and social inclusion; enhancing the All Island 
perspective; contributing to the Lisbon Strategy; and enhancing 
environmental sustainability. The five horizontal principles are 
important in that they contribute to the quality of life within Ireland. 

24.3 
Horizontal 
Principles 

NATIONAL SPATIAL STRATEGY 

The last ESRI investment priorities study (Fitz Gerald et al., 1999) 
highlighted the need for a spatial development strategy in order to 
target investment appropriately. With the publication of the NSS 
this important policy gap was filled. However, since the NSS was 
published after the current NDP the two policy documents were not 
fully consistent. The Mid-Term Evaluation found that while the NDP 
contributed positively to achieving more balanced regional 
development, links to the NSS were poor. In particular, the project 
selection criteria did not reflect the NSS, and there were problems 
with regard to evaluation as NUTS 3 level data were not available. 

It is essential that the next NDP explicitly is targeted at 
implementing the NSS. The key objective of the NSS, to build 
critical mass in the gateways and hubs, remains as important as in 
2002 as the urban structure in Ireland continues to be weak. With 
much of the growth in developed economies being urban driven, 
and with increasing global competition, this poor urban structure 
could be a serious impediment to the future success of the economy. 
Of course, the effects of urban sprawl, such as the increase in long 
distance commuting, also impacts on the quality of life. 

Achieving the goals of the NSS requires two actions. First, strong 
planning needs to be implemented at the national, regional and local 
levels. This must work to increase densities, while not restricting the 
supply of development land which would also facilitate some of the 
major public transport projects planned. Second, project selection 
throughout the NDP must reflect the NSS priorities. This relates to 
all programmes and measures and not just to the infrastructure 
programmes. Thus, for example, the availability of childcare will play 
an important part in making gateways and hubs attractive to 
families. 
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We also recommend a number of specific measures aimed at 
supporting the NSS, along with urban and rural development: 

• A special integrated infrastructure measure to support the 
NSS should be introduced. 

• Urban and village regeneration will play an important role in 
enhancing the quality of life and improving the built 
environment in villages and towns. Heritage should 
continue to be protected. 

• Rural development measures need to focus on non-
agricultural employment. 

• Equity and finance based supports to firms should be 
covered in one measure rather than three measures. 

EQUALITY AND SOCIAL INCLUSION 

While the next National Anti-Poverty strategy (NAP), which is being 
prepared in parallel to the NDP, will be a central strategy of the 
Government to deal with social cohesion over the medium term, 
given the wide remit of the next NDP and the longer period over 
which it will be in operation, this must also reflect the NAP goals. 

The Mid-Term Evaluation of the current NDP found that existing 
measures appear to be useful but in some cases should be targeted 
better. Consequently, we recommend that these be maintained. 
Apart from better targeting, we also recommend that the equality 
measure should be broadened, covering not just gender equality, 
which remains important, but also other equality issues such as 
disability and race. The last decade has seen a turnaround in the 
migration patterns with significant immigration into Ireland. 
Consequently, a sizeable immigrant community has built up and it 
will be important to ensure that this community be properly 
integrated into the wider society. Consequently, we recommend that 
a measure to aid the integration of immigrants should be introduced. 

ENVIRONMENT 

Given the huge scope of economic activity covered by the NDP it 
will have a wide-ranging impact on the environment. The channels 
through which it will impact on different environmental media 
(water, air etc.) are many.  

The underlying purposes of investment in water infrastructure 
are on the one hand, the provision of clean and safe water and, on 
the other hand, the protection of public safety and water quality in 
water bodies. Economic and demographic growth, the implications 
of the Spatial Strategy, the need to meet national and EU standards, 
and the exploitation of the benefits of water-related leisure activities 
(including passive enjoyment on the part of tourists), are drivers of 
the ‘where’, ‘how’ and ‘how much’ investment is advised.  

The next plan will be framed in the context of the Water 
Framework Directive and it must take account of the likely growth 
in population over the coming fifteen years. 
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While not a major factor in expenditure under the NDP, the 
problem of minimising the generation of solid waste and of 
disposing of it in an environmentally satisfactory manner has 
featured in the current NDP and should be a feature of the next 
NDP.  

Another measure under the NDP directly affecting the 
environment is the investment in promoting energy efficiency. 
These measures are designed to encourage more efficient use of 
scarce energy resources and also to minimise the resulting emissions 
of harmful gases, especially greenhouse gases.  

If and when a comprehensive study is carried out on the 
proposed public transport network for Dublin, the environmental 
effects will also be examined. The proposal to implement 
appropriate road pricing in the long term would have important 
environmental benefits as well as producing much more efficient use 
of costly transport infrastructure.  

The direct effects of a number of key measures in the NDP on 
emissions of greenhouse gases will be beneficial. However, by 
facilitating more rapid growth in the economy, resulting in the level 
of GNP being almost 2 per cent higher than would otherwise be the 
case in 2020 (Chapter 5), the NDP will have an offsetting indirect 
effect of increasing emissions of greenhouse gases.  

If the investment is to produce a reasonable economic return to 
society it will be important that the physical planning process 
changes to promote much denser development around the new 
public infrastructure network. This, in turn, will produce an 
environment that is more sustainable in terms of lifestyle.  

NORTH-SOUTH 

Given the island location and small relative scale of the Irish 
economy it is essential that strong links be forged between the Irish 
Republic and Northern Ireland. Such links also support the positive 
political developments following the Good Friday Agreement.  

In considering the priorities for the next NDP it is important to 
consider what infrastructural investment in Northern Ireland would 
support development south of the border and how the current 
Investment Strategy for Northern Ireland (ISNI) reflects these 
needs. The converse of this is consideration of what investment 
under the NDP in the Republic could support economic and social 
development north of the border. 

Strong infrastructure links already exist in the area of transport 
and energy. With regard to the latter further emphasis should be 
placed on developing an all Ireland electricity market and to ensure 
sufficient interconnection between the existing two independent 
systems. This will have benefits both North and South. Substantial 
progress has been made on major North-South transport routes in 
the South and the focus now has to turn to the Northern links. Such 
links are particularly important for Donegal and the gateway of 
Letterkenny. Other areas where increased co-operation is likely to 
yield a strong return are in education and R&D and possibly health. 
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LISBON 

The next NDP will build on what has been achieved so far in order 
to consolidate and improve competitiveness and thereby contribute 
to the achievement of the Lisbon Strategy. By enhancing the 
productive capacity of the economy, and especially by addressing 
key constraints, the next NDP can increase sustainable economic 
and employment growth. Despite the relative slowdown in 
economic activity, constraints in the availability of infrastructure and 
capacity constraints in the building and construction sector, have led 
to inflationary pressure and damaged the overall competitive 
position. 

The central focus of this study is to address infrastructure 
bottlenecks and it recommends substantial further investment in 
infrastructure, particularly in the areas of transport, water services 
and housing. Investments in other areas such as waste, energy and 
telecommunications will largely be put in place through the own 
resources of the service providers, be they State-owned companies 
or private enterprises.  

The recommendations on R&D are to increase resources 
devoted to this area. Building on investments to date, the aim of our 
recommendations is to achieve a step change in the level of R&D 
investment in Ireland over the period of the NDP 2007-2013. Our 
recommendations envisage substantial increases in public 
investment in both higher education R&D and support measures for 
private sector R&D activity. This increased investment in R&D will 
facilitate innovation and contribute to a strong European industrial 
base.  
 
 The provision of public investment goods should be met in the 
most efficient and cost effective way. This requires consideration of 
the usage of these infrastructures and of related access charges. 
Determining the optimal level of provision needs to be undertaken 
in the context of an explicit pricing policy framework. Pricing policy 
also helps to optimise the use of the substantial endowment of 
existing public infrastructure. There are other accompanying 
measures, which also need to be put in place along with investments. 
The list of desirable accompanying policy components includes: 

24.4 
Accompanying 

Measures 

• Correct pricing. 
• Timely delivery.  
• Integration with land-use planning. 
• Regulation. 
• Resource allocation and management. 
• Project Selection Criteria, efficient management. 
These issues are covered in detail in Chapter 11. 
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TRANSPORT 24.5 
Microeconomic 

Priorities 
Transport remains the highest priority for infrastructural investment. 
This reflects the strong increase in the demand for transport, which 
despite significant progress in expanding the transport capacity, has 
resulted in increasing congestion. The evidence suggests that the 
return to transport investment, and particularly roads, remains high. 
It is however important to note that in the absence of proper pricing 
the market will not result in an efficient level of demand, which 
would result in calls for a continued high level of investment into 
the foreseeable future, in excess of the socially optimal level. 

Specifically we recommend that the priority accorded in Transport 
21 to the completion of the National Primary route system to 
standards adequate for predicted traffic volumes is correct. 

We propose a reprioritisation of the proposals contained in 
Transport 21 in relation to the National Secondary roads, which 
would better accord with the NSS. 

In the context of a review of road classification, we recommend 
that consideration be given to transfer the responsibility for the 
busier non-national routes, to the Department of Transport and the 
NRA. 

Fixed line rail projects need to be thoroughly evaluated, 
considering the potential of all public transport modes. Provided 
projects pass these evaluations a high priority is accorded to them. 
In this respect it is important to note that the international evidence 
suggests that for inter-urban routes rail investment tends to have a 
lower return than roads investment. Given the relatively low 
population potentially served by the Western Rail Corridor this 
project should be scrutinised particularly strongly. 

The proposals under Transport 21 contain significant suburban 
fixed rail projects. These have a better chance of passing a thorough 
evaluation than some of the mainline rail projects, since they would 
serve a larger population. However, the network wide effects of the 
proposed investment have not been considered and such a study is 
urgently required. 

With regard to public transport in Dublin we recommend that 
the relevant assets of the Dublin transport network should be 
transferred to a single holding company. This should include both 
the rail network and the bus network. That single company would 
then be able to co-ordinate all services, including ticketing, without 
having to engage in negotiations with many independent entities. 

Port and airport infrastructure should continue to be funded on a 
commercial basis.  

HOUSING 

Housing remains an important component of the NDP. The 
recommendations which follow reflect the unprecedented level of 
expenditure on housing, giving cause for concern over the 
dependence of the economy on the housing market. There is also 
concern about the value for money obtained by the expenditure 
incurred: 
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• Tenure Mix: A better balance of tenures should be achieved 
through schemes using the private rented sector, such as the 
Rental Accommodation Scheme. The net result would be a lower 
level of capital spending for new build, acquisitions and 
housing maintenance. Consequently, it is recommended that 
the average annual spend on local authority housing should 
be reduced in the next NDP compared with the 2006 level. 

• Special Housing Needs: The spend on social rented 
accommodation by the voluntary housing sector should be 
maintained, given its focus on providing rented 
accommodation for key groups with special housing needs, 
such as the elderly, the disabled and the homeless.  

• Tenant Purchase Scheme: The value of housing units sold under 
the tenant purchase scheme should reflect more closely the 
market value of the local authority dwellings being 
purchased outright. If market value is not an option there 
should be a clawback provision over the first ten years.  

• A priority should be to ensure that the Rental 
Accommodation Scheme (RAS) becomes fully operational 
as soon as possible. 

• Fair Rents Policy: A fair rents policy across all social housing 
tenures, as stated in the Housing Policy Framework and 
addressing the issue of indexation of rents as part of this 
package needs to be implemented. 

• Rationalisation of Schemes: The range of existing schemes and 
supports and their eligibility criteria need to be restructured 
in order to deliver a more streamlined set of housing policy 
interventions with clear objectives, targets and output levels.  

• There may be a case for considering whether the Mortgage 
Interest Supplement Scheme, administered by the 
Department of Social and Family Affairs, should be 
included as an instrument of housing policy with all other 
housing interventions administered by the DoEHLG.  

• Affordable Housing: A new simpler and streamlined affordable 
housing scheme for those seeking access to affordable 
housing for home ownership or renting should be 
implemented as planned. We recommend a reduced level of 
spending in the next NDP for non-Exchequer loan finance.  

• Part V: The housing supply provisions under Part V should 
be reviewed in order to ensure that they are working 
efficiently and effectively and that they are not holding up 
the delivery of housing supply.  

• Public Private Partnerships: More use of public private 
partnerships should be made in urban areas for regenerating 
local authority housing estates and improving the quality of 
the existing local authority and social housing stock. This 
would allow a reduction in the overall capital provision for 
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schemes aimed at improving the quality of the housing 
stock, most of which is spent on regeneration programmes.  

• Homelessness: The recommendations from the Government’s 
review of the implementation of its homelessness strategies 
need to be implemented. Schemes that provide 
accommodation for groups with special needs are important 
for tacking social exclusion and it is recommended that the 
level of expenditure remains unchanged. 

WATER 

Water and waste water services are largely publicly provided, 
although a significant proportion of the population has provided a 
private supply for themselves. It is important to consider the 
implications of global warming for water abstraction capacity. The 
projected economic and population growth also needs to be 
accommodated by investment going forward. In this respect it is 
important to note that compliance with the EU directive is at this 
point very high which means that additional investment needs are 
limited. Furthermore, as investment needs will largely be met 
through development levies the need for public funds is also 
reduced. Of course, the provision of infrastructure in the absence of 
efficient markets risks over-investment. Thus, in the absence of 
water charges for households, excess demand for water will 
continue, thus resulting in the need for capacity expansion. 
The specific recommendations on water and waste water are: 

• Waste Water: Compliance with UWWTD stands at over 90 
per cent at end-2005, having risen from 25 per cent in 2000 
(Fitzpatrick Associates, 2005a). Given this high compliance 
rate only limited funding will be needed to achieve full 
compliance.  

• Water Supply: By end 2005 some 0.666 million population 
(44 per cent) out of the target of 1.5 million population had 
been served, leaving a considerable gap. However, the level 
of public funding needed is moderated by the fact that 
substantial resources for development related infrastructure 
are collected as development contributions.123  

• Management and Rehabilitation of Infrastructure: This activity has 
yielded high returns in the past and provided that this is still 
the case, the activity is being rightly stepped up. 

• Infrastructural Support for Expanded Economic Activity: Growth 
in population and economic activity call for this to continue. 
However, economies should be gained from adhering to the 
NSS by concentrating expansion at gateways and hubs. 

123 According to data from the Department of the Environment, Heritage and 
Local Government development contributions amounted to €546 million in 2005, 
which constitutes a significant increase over 1996 (€46 million) and 2000 (€110 
million) (see http://www.environ.ie/DOEI/DOEIPol.nsf/wvNavView/
Overview?OpenDocument&L#l4). 

http://www.environ.ie/DOEI/DOEIPol.nsf/wvNavView/
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Realistic payment on the part of all water service users 
would reduce requirements considerably.   

• Coast Protection and Management: No evaluation has come to 
hand on this measure, but as increased erosion is possible 
with the effects of global warming some investment is likely 
to be warranted.  

• Rural Water Investment: Some further investment is required 
to fill the gap in achieving the last NDP’s target.  

WASTE 

As there is now a much-reduced role for central Government 
funding of waste management services our recommendations here 
are limited. There is a momentum building up in the sector in terms 
of increased diversion of waste from landfill and the delivery of new 
infrastructure, and this should continue without the need for direct 
Government intervention. 

The aim should be to facilitate the emergence of a 
commercialised, economically efficient and environmentally 
responsible waste management sector, not necessarily totally 
privatised, but exposed to competitive pressures. With 
environmental externalities internalised (via EPA regulations and 
enforcement, the landfill levy, and possibly an incineration levy), 
there should in theory be no need for further public subvention of 
recycling, composting or related activities.  

As a significant proportion of waste is unaccounted for increased 
resources should be made available for enforcement. 

ENERGY 

All of the investment in energy infrastructure should be delivered on 
a commercial basis without any requirement for finance by the 
taxpayer. The general principle should be that consumers of energy 
should pay the full economic cost (including negative environmental 
externalities) of energy. Ireland does not have a comparative 
advantage in energy. To subsidise energy consumption in any way 
would lead to an inefficient use of resources. To subsidise 
consumption in any way would then encourage business to expand 
into areas where the cost of producing in Ireland is higher than 
elsewhere, moving the economy away from the sectors where 
Ireland’s long-term competitive advantage lies. 

TELECOMMUNICATIONS 

The bulk of activity in the communications sector is resourced 
entirely on a commercial basis. Within the current NDP there is one 
exception to this in the form of the E-commerce and 
Communications measure. The aim of this measure is to address 
gaps in infrastructure to maximise the use of existing shared 
infrastructure and to drive demand for new services and activities in 
the sector.  
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A policy area that has attracted some attention is support for 
broadband. Broadband constitutes a technology that allows both 
businesses and individuals to change the way they operate. Overall 
roll-out of broadband has been slow resulting in relatively low 
broadband penetration. In an international comparison Ireland 
ranks second last among EU-15 countries with just Greece having 
lower availability (Forfás, 2005). 

The nature of the technology suggests that the primary gains 
from broadband are captured by firms and individuals directly so 
that any externalities are limited. On that basis public intervention 
would not be warranted. However, the State has an important role 
as regulator of the sector, especially where there are monopoly 
elements to the provision of infrastructure. 

The spatial distribution of the population in Ireland is such that 
provision of broadband infrastructure by the private sector in some 
areas may be slow, and indeed without public intervention some 
areas may never receive provision. In this case there is a potential 
market failure which needs to be assessed thoroughly. The fact that 
a particular area does not have broadband access is in itself not 
sufficient to warrant intervention if there is no local demand for that 
service. This point is important since if no demand exists, the 
resources expended on broadband infrastructure will have been 
wasted, at least in the short term.  

HUMAN RESOURCES 

It has been argued that the expansion in educational participation at 
both second and third level has been one of the main factors 
underlying Ireland’s rapid economic growth during the 1990s (Fitz 
Gerald, 2000). Forecasts of future skill needs indicate that high 
skilled occupations will continue to expand over the medium to long 
term and emphasise the need for continued investment in human 
capital, and the continuation of high demand for higher education 
graduates (Sexton, Hughes, McCormick and Finn, 2001; and Sexton, 
Hughes, Casey, Finn, and Morgenroth, 2004). In a context of 
ongoing rapid changes in the technology and organisation of 
production and service delivery, education and skills have come to 
assume central importance both for macroeconomic performance as 
well as for the labour market prospects of individuals. Enhancing 
productivity in the future will require additional investment in 
research and development and in the expansion of tertiary 
education, at undergraduate as well as post-graduate levels.  

Most studies indicate that early childhood education brings 
enduring benefits in terms of better school outcomes and enhanced 
social skills in later life. However, Ireland is below average and lags 
well behind the leading countries in the proportion of 3-5 year olds 
in pre-primary education (OECD, 2004, Goodman and Sianesi, 
2005).  

With regard to primary education investment in physical 
infrastructure is needed to raise standards. Investment in 
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programmes to counter social disadvantage and poor educational 
achievement has a high social return. 

Currently just under one-fifth of young people leave school 
without having completed the upper secondary cycle, as discussed 
below. This is an unacceptable wastage of human resources and it 
should become a core objective of the second-level system that 
every student should complete either a Leaving Certificate or it’s 
equivalent (NESC, 2006).  

Investment in higher education is essential to support the 
development of an economy based on learning and innovation. The 
two priorities in higher education are (1) to maintain a strong stream 
of well-educated graduates to fill technical and managerial positions 
in the labour market and; (2) to support the growth of research in 
higher education institutes, with strong linkages to the private sector. 
These priorities are reflected in the commitment of greater resources 
to higher education and in developing the research infrastructure 
and in providing ongoing support for research. 

An additional complementary priority is to widen access to 
higher education. This includes not only those from disadvantaged 
socio-economic backgrounds, but also mature students and students 
with disabilities. Some progress has been achieved in respect of the 
former two in recent years, but there has been much less progress in 
improving access for students with disabilities.  

Ireland falls well below the leading countries in investment in the 
ongoing training of employed workers. This, combined with the 
prospective decline in  new entrants to the labour force, suggests the 
need for increased investment in continuing education and training. 
There is a strong argument for targeting public investment in 
continuing education and training on the lower skilled, because they 
are less likely to participate on the basis of their own resources, and 
upgrading the skills of the low skilled has the potential to meet skill 
shortages. Training of individuals with greater endowments of 
human capital is more likely to be funded by their employers, 
particularly where the returns to such training, both to employers 
and employees, may be more apparent. 

RESEARCH AND DEVELOPMENT 

Our recommendations for investment priorities reflect three main 
influences. First, the aspirations of the Enterprise Strategy Group 
(ESG) and Interdepartmental Committee on R&D, which 
themselves reflect the wider aspirations of the EU Lisbon Agenda. 
Building on investment to date, these aim to achieve a step change 
in the level of R&D investment in Ireland over the period of the 
NDP 2007-2013, and the measures we are suggesting are designed 
to support this aspiration.  
The detailed priorities include: 

• A substantial increase in public investment in both higher 
education R&D and support measures for private sector 
R&D activity.  
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• Continuation of most of the current funding mechanisms 
for R&D and innovation implemented under the NDP 
2000-05 (Enterprise Strategy Group, 2004, pp. 65-76).  

• A greater focus on commercialisation. 
• In order to ensure the best projects get funding we 

recommend a reduction in funding for R&D ring fenced for 
particular sectors, while recognising that policy oriented 
R&D continues to be of high importance.  

• We recommend an increase in funding for business led 
R&D and collaborative efforts. 

We suggest one addition to the current portfolio of schemes 
following a suggestion by the ESG for a specific measure intended 
to develop innovation networks in Ireland.  

HEALTH 

As in all developed countries, healthcare is an important area of 
Government intervention and the public sector is the major 
healthcare provider in Ireland. Government policy as set out in the 
2001 health strategy entitled Quality and Fairness: A Health System for 
You emphasises the wider concept of health that covers the state of 
physical, mental and social well-being and not just the absence of 
illness or disability. Despite the high proportion of current 
expenditure in the healthcare area substantial capital investment has 
also been put in place over the last decade.  

In order to determine investment needs it is important to identify 
future demand. In this respect a special study of the impact of 
demographic change on the need for acute hospital beds was carried 
out. This study showed that assuming an 85 per cent occupancy 
over the period 2007-2013, between 1,821 and 3,280 additional 
acute hospital beds are projected to be required. On the basis of 
some assumptions about the cost of new beds, the projected bed 
needs will cost between €97 million and €205 million annually, 
depending on model and occupancy assumption. 

Assessing the need for other expenditure is very difficult due to 
the lack of data and an appropriate resource allocation model. 
However, given the stated strategy with respect to care of the 
elderly, the disabled and individuals suffering from mental illness 
additional non-acute facilities may be appropriate. Similarly in the 
area of information technology a significant gap remains.  

CHILDCARE  

State support for the provision of childcare is relatively new in 
Ireland, having begun to emerge only in the 1990s. However, 
childcare is now increasingly thought of as an element within a 
broader ‘early childhood care and education’ (ECCE) paradigm 
(NESF, 2005). 

Rough estimates calculated as part of this study suggest that 
50,000 additional places would seem to be a reasonable level of 
provision for new State-supported childcare places.  
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For the period 2010-2013, the focus would need to be broadened to 
take account of the need to improve and expand early childhood 
education.  

Additional infrastructure support would be needed to adapt 
existing school buildings where possible and provide non-school 
based places. Current experience suggests it would be extremely 
difficult for many voluntary/community providers to become self 
sufficient while meeting the social inclusion aims and providing care 
to the highest professional standard. The costs of replacing 
community employment (CE) workers with trained staff as core staff 
members are an important issue. In 2005 the costs of CE funding 
for childcare workers was €24.6 million, the costs of substituting 
trained workers would be higher.  

 PRODUCTIVE SECTOR 

In an economic climate of full employment and overheating of some 
sectors it is difficult to justify significant intervention in the 
productive sector. Rather than proposing significant direct 
subsidisation of productive activities, we expect that the overall 
business environment will be significantly improved by the 
investments in the areas of infrastructure, education and training and 
research and development.  

In the past many of the supports have been aimed at sectors 
which have underperformed and indeed are not expected to increase 
their share of national output. Such interventions can only be 
justified if they result in a restructuring of the sector, which 
improves competitiveness and ultimately the viability of the sector. 
With regard to primary production there is little evidence that the 
continued subsidisation can turn around the fortunes of the industry 
as a whole. Of course, interventions can have a significant positive 
effect on individual businesses but the benefits of the interventions 
appear to be largely captured by those businesses, which implies 
high deadweight. In this respect it is interesting to note that a 
significant effort has been made by the industrial development 
agencies to limit deadweight. 

Notwithstanding these criticisms some limited supports to the 
productive sector are recommended. Support to productive sector 
activities should be limited to areas of clear market failure and 
should be concentrated on the development of SMEs and for 
regional development purposes. There should be a shift from 
supporting underperforming industries towards enabling resources 
tied up in these industries to move to better performing industries.  

 

CULTURE AND RECREATION 

Strategic planning in regard to the Sports Capital Programme and 
Swimming Pool Programme needs to be improved and, as far as 
possible, spending on this area should be delayed until an 
appropriate plan and information base is put in place.  
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The programme for Major Capital Projects should be implemented 
in full, though perhaps on a longer timescale than currently planned 
in view of construction industry constraints.  

Because of existing commitments, spending from the Horse and 
Greyhound Racing Fund should be continued as currently planned 
to 2008. The rationale for continuing this programme in its present 
form beyond 2008 needs to be stringently evaluated and would more 
appropriately be considered as a question for economic policy 
(under a heading such as industry and trade or agriculture) rather 
than sports policy. 

Arts facilities make an important contribution to the quality of 
life. Expenditure on major arts facilities should be backed up by a 
longer term plan ensuring sufficient demand and efficient 
management so as to maximise the return, and the spatial 
distribution of investment should reflect the NSS. 
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APPENDIX 1: PAYING 
FOR TRANSPORT - TAXES 
AND CHARGES 

The road network in particular is free at the point of use, 
excepting only a small number of point tolls. The fuel tax, while a 
user charge, is only tenuously related to the economic or social costs 
of road use. This means that the congestion externality is not 
properly charged for, and hence that road space is under-priced, 
especially in cities. The amount of congestion generated is 
accordingly in excess of the social optimum. In virtually all 
economically advanced countries, the policy response has been to 
subsidise public transport, which results in a situation where all 
modes of vehicular urban transport are too cheap, especially at peak 
demand. The result is extensive peak-time congestion, and public 
demands for capacity expansion to meet peak demand. 

Even in the absence of externalities, it is not economically 
rational to expand capacity to eliminate all peak congestion, 
especially where peak usage is inadequately priced. To do so 
liberates currently suppressed demand, and can make the peak 
sharper, as the peak-spreading effect of current congestion is 
diluted. Since peak users are not faced with the full economic and 
social costs they impose, peak demand is not a real indication of the 
level of activity that should optimally be catered for. Procedures, 
including cost-benefit-type calculations, which take the existing 
pattern of demand, or extrapolations there from, as an indication of 
need to be met, accordingly run the risk of recommending excessive 
investment in peak-time capacity. An analogy would be a sports 
stadium proprietor who priced the most attractive fixture of the year 
at the same price as all others, and who proceeded to expand 
capacity to meet this supposed level of peak ‘demand’. The result 
would be expensive, but idle, additional capacity, the result of a 
perverse pricing rule.   

In many areas, including components of the transport system, 
there is resort instead to peak-load pricing, for example in parking 
charges differentiated by city zone, time of day and day of the week. 
Transport operators also practise peak-load pricing, through, for 
example, higher air and train fares at busy times such as Friday or 
Sunday evening. This peak-load pricing permits operators to avoid 
the heavy capital and operating costs of idle fleets and crew, 
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unnecessary outside the relatively infrequent peaks. The same 
principle applies to the calculation of optimal capacities for 
transportation infrastructure. 

There is, however, a further and important feature of these 
infrastructures when access is free, or under-priced at the point of 
use. At peak, when the system is congested, each additional user 
imposes delay costs on other users, which he or she is not required 
to take into account. This is the congestion externality, and is 
distinct from, and additional to, the peak-load pricing question. 
There are of course other externalities, including atmospheric 
emissions. Economists have long recommended that the use of 
transportation infrastructures should be charged on a user-pays 
basis, with charges reflecting all externalities including peak 
congestion, a recommendation which has been taken up in only a 
handful of cities around the world.  

The reluctance to embrace user charging for roads has been due 
in part to concerns about the distributional impact – there would 
necessarily be winners and losers. But technologies to implement 
efficiently anything beyond crude approximations such as flat 
cordon fees, area licenses or point tolls have until recently been 
unavailable. Technologies which would make highly sophisticated 
charging systems feasible at affordable costs are now believed to be 
imminent, involving Global Positioning Systems and smartcards in 
vehicles. The UK Government has recently announced its intention 
to explore a nationwide pay-as-you-drive charging system to replace 
most existing motoring taxes, and Transport Secretary Douglas 
Alexander has allocated a budget of £10 million for this preliminary 
scheme design. The debate, according to the Secretary of State, is 
“…no longer about ‘why road pricing?’, but about how it should be 
implemented”. The time horizon to implementation in the UK 
could however be a decade or more. It is worth spelling out in some 
detail what might be involved if a similar departure were to be 
contemplated in this country. 

The Irish system of taxation on private motoring and on 
commercial road vehicles has three components: 

• Purchase taxes, in the form of the two-rate ad valorem 
Vehicle Registration Tax and Value Added Tax; 

• Annual circulation taxes differentiated by vehicle type and 
size (commonly referred to as ‘Road Tax’; and 

• Fuel Excise Duties, differentiated (to a limited degree by 
fuel type).  

 

The purchase taxes consist of the ad valorem Vehicle Registration 
Tax, paid once on new cars. To the resultant price is added VAT at 
the standard rate of 21 per cent. This is actually the highest of four 
VAT categories, the others being the Zero and 13.5 per cent rates 
and the Exempt status. This is the procedure for the tax calculation. 
To the pre-tax price is added VAT at 21 per cent. To this is added 
the VRT, at 22.5 per cent of the final price for cars up to 1400cc, at 
25 per cent for cars in the range 1401 to 1900cc, and at 30 per cent 
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for cars of 1901cc and upwards. A new mid-range saloon of 1800cc, 
costing €25,000 retail, would have the price made up as follows: 
Table A1.1: Purchase Tax Build Up on a New Car 

Pre-tax Price €15,496 
VAT at 21% of Pre-Tax   €3,254 
VRT at 25% of Final Price €6,250 
Final Price €25,000 
Tax as % of Pre-Tax Price    61.3% 

Source: Calculated from information on Revenue Commissioners’ website. 
 

Total purchase taxes work out at €9,504 for this example, 
corresponding to a tax mark-up of 61 per cent on the pre-tax price. 
A portion of this purchase tax should not however be regarded as a 
tax on motoring, but rather as a part of general indirect taxation. We 
take this portion to be about 15 per cent, roughly the weighted 
average rate of VAT on goods and services in general. Thus this 
particular motorist is paying €25,000 instead of €17,820 (not the tax-
free price of €15,496) for the new car, and the motoring component 
comes out at €7,180 in specific ‘motoring’ tax under this heading. 
Over an expected ten-year life for the vehicle, the motoring tax 
component would work out at €718 per annum out of the €950  per 
annum total tax take. The rest is deemed to be ordinary, non-
motoring tax levied on goods in general. 

Annual Road Tax is more straightforward. For cars, the rate at 
1001cc is €227, rising to €1,343 above 3 litres. For the 1800cc model 
assumed above, the annual charge is €484. All of this amount can 
reasonably be seen as constituting a specific ‘motoring’ tax. 

Finally excise duty on fuel is levied at the rate of €442.58 per 
1,000 litres of unleaded petrol, and 21 per cent VAT is then added. 
Thus unleaded petrol costing €1.05 per litre at the pump has a price 
built up as shown in Table A1.2. 
Table A1.2: Price Build-Up for Unleaded Petrol in Cents 

Pre-Tax Price per litre 42.52 
Excise per litre   44.26   
VAT at 21% 18.22 
Final Price   105.0 
Tax as % of Pre-Tax Price 59.5% 

Source: Calculated from information on Revenue Commissioners’ website. 
 

Total tax is 62.48 cent per litre. Again, a portion of this fuel tax 
should be taken as part of general taxation, rather than as a specific 
imposition on motoring. We compute the motoring element as 
57.28 cent, allowing for a presumed average VAT rate at 15 per cent. 
The next part of the motoring tax calculation requires an 
assumption about average annual fuel consumption, and we take this 
to be 1,500 litres per annum (corresponding to 15,000 kilometres, a 
modest mileage) for our mid-saloon driver. This would give an 
annual tax take on fuel which could be regarded as a ‘motoring’ tax 
of €859. 
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The total of all three taxes paid each year by this illustrative 
motorist comes to €2,371. However, we have chosen to regard the 
slightly lower figure of €2,061 as corresponding to ‘motoring’ taxes. 
Motoring lobby groups who draw attention to the substantial tax 
revenues from these sources tend to quote numbers corresponding 
to the higher of these two figures, failing to allow for an average 
VAT rate on cars and fuel. The annual ‘motoring’ tax payment we 
have calculated for this illustrative motorist needs to be seen in the 
light of the enormous levels of State expenditure on road 
construction, maintenance and policing, and there can be no 
presumption that the overall tax figure is necessarily excessive. 

Finally, we need to add a small item as an estimate of direct 
payments by motorists for road use in the form of tolls and on-
street parking charges. (Off-street charges are not relevant.) Total 
tolls and relevant parking charges we believe now exceed €200 
million per annum, with most of this sum collected in the East 
region. We estimate that €50 per annum would be a reasonable 
estimate for the illustrative motorist. The overall picture is thus 
Table A1.3: Fixed and Variable Charges per Annum, Illustrative 

Motorist 
 € 
Total Taxes  2,371 
Less element of General Taxation    310 
Plus Tolls and Parking   50 
Total ‘Motoring’ Payments     2,111 
of which Fixed      1,202 
Variable     909 
% Fixed     56.9% 

Source: Derived from Tables 8.2, 8.3, calculations in text. 
 

For 15,000 kilometres this motorist would pay €2,111 per 
annum, corresponding to a charge of 14.1 cent per kilometre. Thus 
for a 15-kilometre return daily commute, the motorist pays about 
€4.32 in motoring taxes. But the largest portion, 57 per cent, is 
actually fixed taxes, invariant to road use. Moreover, only the tolls 
and parking fees correspond to a form of peak or congestion 
charging. Fuel taxes are invariant to time of day, day of week or 
traffic intensity on the road chosen, and approximate only very 
poorly to an optimal tax. 

Thus while our hypothetical motorist is paying significant taxes 
and charges, these are either fixed, and thus achieve no policy 
objective beyond the raising of revenue, or are (aside from the small 
element of tolls and parking fees) only poorly related to an 
economic charge for road use. If all of these taxes could be turned 
into pay-as-you-drive charges, targeted at peak usage of congested 
routes, the effect on driver behaviour, and hence on peak demand 
and capacity requirements, could be dramatic.  

We recommend that current road tolling plans should be seen as 
preparatory to the ultimate introduction, subject of course to 
technical and economic feasibility, of countrywide pay-as-you-drive 
charges as the principal form of road user charging in Ireland. 
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Extensive studies on external costs, and the response of road users 
to the new charges and to the reduced purchase and ownership 
taxes, would be needed. 

This would permit, we believe, the abolition of VRT and of 
annual vehicle license fees. It is possible that fuel taxes could also be 
reduced, and that all existing point tolls would become unnecessary. 
We note that what happens in the United Kingdom is important 
here – a road charging system in Northern Ireland (NI) would have 
to interface with the Republic’s system, and given the extent of ‘fuel 
tourism’, the excise duty regime must pay attention to what is 
happening in NI. Most importantly, a system of this type would 
reduce peak demand sharply through bringing private and social 
costs into line. An immediate result would be a reduction in the 
capacity requirement of the system, and a move away from the 
current wasteful provision of capacity to cater for socially sub-
optimal traffic peaking. 

In their report on demand restraint options, Booz, Allen, 
Hamilton (2004) consider inter alia a system of traditional cordon 
charging for Dublin. We believe that a more radical review of 
emerging technology options would be a valuable supplement to 
their work. 

Those entitled to free travel on public transport (including those 
aged over 65 years) are not subject to the requirement that their free 
pass does not operate in the peak. This is the reverse of what is 
required and we recommend that free travel on public transport at 
peak be withdrawn. 

A further pricing issue concerns workplace parking. Many 
employers offer free workplace parking to their employees in central 
Dublin and in other cities and towns. This has not been deemed 
liable to taxation as a benefit in kind. However, the annual rental for 
a parking place in some areas of central Dublin is now in the range 
€2,500 to €3,000. Much lower figures would arise in the suburbs and 
in provincial cities. 

This means that, in central Dublin, the untaxed benefit of a 
parking space is comparable in value to the benefit of a free mid-
range company car. Company cars are of course levied to benefit-in-
kind, and we recommend that the same should apply to parking 
spaces. In the Booz Allen Hamilton report, the option of taxing free 
parking spaces is discussed alongside the option of a local authority 
tax on these spaces as if these two policies were alternatives. They 
are not. The exemption of free parking spaces from BIK is just a tax 
anomaly, and should be dealt with on that basis. A local authority 
tax on private parking spaces is a distinct option, which would not 
arise if a full road pricing scheme were to be applied. 

On-street parking is not charged for in some provincial towns. 
The Department of the Environment, Heritage and Local 
Government might consider the case for mandatory charging in 
towns with significant pressure on capacity.  

Finally, we appreciate that taxes on motoring are a sizeable 
component of the tax take, and that issues of revenue protection 
arise. The long time scale to implementation is another concern, and 
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raises the question of interim measures. In this regard, there is 
‘headroom’ to raise fuel taxes and cut VRT or the annual license fee, 
given the higher rates of excise in the UK. However we would 
caution that fuel taxes are not a good proxy for the external costs.
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APPENDIX 2: PROJECT 
APPRAISAL OF 
TRANSPORT 
INVESTMENTS 

The Department of Finance guidelines require that a post-project 
analysis be undertaken whenever a major project is completed. We 
recommend that a high priority should be given to the prompt 
completion of comprehensive post-project analyses of all major 
projects. 

Particularly where large once-off projects are concerned, a 
premium must be placed on whatever lessons can be learned from 
Ireland’s own experience. However, we understand that no post-
project analyses have as yet been undertaken, since the requirement 
to do so is recent. An analysis of Luas is due to commence shortly, 
and it ought, in order to inform the analysis of future light rail 
schemes, include a post hoc cost-benefit analysis, as well as a review 
of the ex-ante evaluation studies undertaken on the original light rail 
schemes during the 1990s. Any lessons available would be invaluable 
going forward. As soon as practicable, a similar exercise should be 
undertaken with the Dublin Port Tunnel, in view of the presence of 
further Dublin Tunnel projects in Transport 21.   

 
 In the project appraisal of urban public transport projects, it is 

important, in preparing traffic forecasts and other ingredients in the 
quantification of benefits, to acknowledge the non-optimality, from 
the social standpoint, of current measures of peak traffic. Thus an 
approach which measures and extrapolates current road congestion, 
seeks to eliminate or mitigate it through allocating new rail or other 
capacity to cater for the resultant traffic levels, is attributing benefit 
to the reduction of congestion which ought not to be targeted at all. 
This is the consequence of current mispricing and resultant non-
optimality of peak flows. These concerns are not always properly 
reflected in cost-benefit appraisals. 

A2. 1 
Baseline 

Traffic Flows 
are not 

Optimal 
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 A further concern revolves around the combination of traffic 
management and new construction components in transport 
investment proposals. It is important to understand that any project 
involving both is now a compound project, either of whose 
components could be undertaken separately. In particular, since we 
know that current pricing for peak time road access in particular is 
too low, and quite likely far too low, demand management measures 
such as road pricing constitute a policy option which can be seen as 
an alternative, rather than as a complement, to capacity expansion. 
This is not to argue that capacity expansion might not prove 
optimal, even with demand management in place. But the optimal 
level of capacity provision may be lower, and possibly substantially 
lower, if vigorous pricing policies are pursued.  

A2.2 
The 

Compound 
Project 

Problem 

Demand management, including in particular road pricing, is an 
alternative to increasing capacity, including public transport capacity, 
and all pricing options need to be explored before investment 
commitments are chosen.   

The logical sequence in which to proceed with an economic 
evaluation in these circumstances is to consider first the component 
(road pricing) which addresses directly the weakness of current 
arrangements and the source of congestion, namely under-priced 
access to the road system. Having designed and modelled a suitable 
road pricing scheme which accounts for congestion and 
environmental externalities, and which also serves as a peak-load 
pricing instrument, the analyst can be more confident that the 
predicted (and, at peak, lower) traffic flows which result are the ones 
which it is socially optimal to accommodate. The alternative 
suburban rail, light rail or bus public transport options should now 
be evaluated as projects incremental to the road-pricing component. 
Not to do the analysis in this way runs the risk that the benefits 
computed for the compound project are erroneously attributed to its 
elements. A specific risk is that the infrastructure components get 
credited with benefits, which actually flow from the pricing 
measures. 

Because peak usage of scarce facilities is under-priced, low-
priority travel is inadequately discouraged. In Dublin in 2002, the 
POWSAR data-set derived by the Central Statistics Office from the 
Census shows approximately 101,000 home-to-work trips into the 
central area (inside the canals) in the morning peak. Total trips into 
the central area by all modes in the morning peak are of the order of 
double this figure. The balance includes of course education-related 
trips, and there will be some who exit as well as enter the canal 
cordon area. But it clearly cannot be assumed that only high-priority 
trips are being made at the peak.   

 THE COST-BENEFIT TASK 

The analytical cost-benefit task to be undertaken in connection with 
Transport 21 is daunting, and will need to be adequately resourced. 
The programme envisages in excess of €30 billion in capital projects, 



358  EX-ANTE EVALUATION OF THE INVESTMENT PRIORITIES FOR THE NATIONAL DEVELOPMENT PLAN 2007-2013 

 

many of them exceedingly complex and requiring extensive and 
technically challenging modelling of project benefits. Capital cost 
estimation has proven difficult with major projects undertaken in 
Ireland in the recent past, and greater credibility for capital cost 
estimates will require intensive analytical work too. We believe that 
the scale of cost-benefit work required to meet the Department of 
Finance guidelines in connection with Transport 21 exceeds anything, 
which has been contemplated in this country up to now. 

We are aware that the Department of Transport has engaged 
advisers who have begun preliminary work on evaluation 
methodologies. In view of the size and complexity of the evaluation 
task, we recommend that the Department of Transport should 
prepare a Project Appraisal Plan for Transport 21, detailing the 
procedures and quantifying the resources that will be required. 

The Department of Finance must oversee compliance with its 
guidelines, not just in connection with Transport 21 but throughout 
the Public Capital Programme. The Department of Finance should 
ensure that it has adequate technical economic resources to oversee 
compliance with its Capital Appraisal Guidelines. 

In the Mid-Term Review of the 2000-20006 NDP, we discussed the 
conduct and quality control of project appraisals, and considered 
what might be the best institutional arrangements for carrying them 
out. We drew attention in particular to the difficulties which may 
arise where appraisals are carried out by project promoters, either 
directly or by consultants on their behalf.   

In order to ensure consistency across the diverse constituents of 
the Public Capital Programme, and bearing in mind the pressures on 
Departments and State agencies asked to evaluate projects to which 
there is already (and arguably premature) political commitment, we 
favoured a single centralised unit, possibly based in the Department 
of Finance, charged with the task of undertaking the cost-benefit 
studies. This remains our advice. If the Government wishes to 
delegate this function to line Departments or to State agencies, such 
as, in this instance, the Rail Procurement Agency, the Dublin 
Transportation Office, Irish Rail or the National Roads Authority, 
there remains a requirement to ensure comparability and consistency 
in technical approach and generally to ensure that the studies are 
technically competent and in compliance with Department of 
Finance requirements. Thus, even if the conduct of these studies is 
delegated, the Department of Finance will still need to ensure that it 
has adequate technical resources in this area. The Department of 
Finance should also require publication of all such studies, and 
should consider whether there is a need for an independent peer 
review system.   

CASE STUDY: VALIDATION OF TRAFFIC FORECASTS IN 
COST BENEFIT ANALYSES FOR THE CORK SUBURBAN 
RAIL PROJECT 

Benefit estimates in transport evaluations depend critically on the 
assumed traffic and patronage levels. There is an established pattern 
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of excess optimism about patronage in public transport projects 
worldwide (see Flyvbjerg et al., 2003). It is accordingly essential that 
promoter’s estimates of future patronage be subjected to critical 
review. 

The Cork suburban rail project included in Transport 21 would 
involve: 

• A new rail line, along the alignment of an abandoned line, 
linking Cork’s Kent station eastwards to Midleton, a 
distance of about 21 kms. 

• Service improvements on the existing Cork-Cobh line. 
• Service improvements on the existing Cork-Mallow service. 
• Some new stations intermediate between these points. 

 

At the 2002 Census, 86 per cent of Cork County (excluding Cork 
City) households had at least one private car. The following picture 
of morning peak home-to-work commuting was revealed for Cork 
County (excluding Cork City). 
Table A2.1: Morning Peak Commuting, Cork County, April 2002 

Census  
Mode Numbers as % of Total 
Private Motor* 102,450 79.0 
Walk 10,434 8.1 
Bus and Train 2,947 2.3  
Cycle 885 0.7 
Other** 12,965 10.0 
Total 129,681 100.0 

Source: Census Volume “Travel to Work, School and College”, Table 87. 
* Includes car, motorbike, scooter, lorry, van.  
** Mainly work at home. 
The existing rail service consists of: 

• 22 services per day Cobh-Cork. 
• 25 services per day Mallow-Cork. 

 

These frequencies, which include through-trains from Mallow to 
Cobh as well as trains terminating at Kent, are a considerable 
improvement, particularly on Mallow-Kent, on what was available 
until recently. 

Cork’s Kent station is located approx 1 kilometre east of the city 
centre. The rail line arriving from Mallow to the North turns East at 
Kent, and does not penetrate the city centre, nor would it do so 
under the Transport 21 investment proposal. 

The proposed new line would serve principally Midleton and 
Carrigtohill. There could be some intermediate stations. Travel 
patterns of Midleton and Carrigtohill morning peak home-to-work 
commuters are available from the POWSAR data file, prepared by 
the CSO from the 2002 Census. These data show the following 
pattern (all modes). 
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Table A2.2: Destinations of Midleton and Carrigtohill Morning 
Commuters, April 2002 

To/From Midleton Carrigtohill Total 
Cork City East 504 287 791 
Cork City West 156 77 233 
Midleton 855  84 939 
Carrigtohill 136 238 374 
Elsewhere 909 426 1,335 
Work at Home 135 56 191 
Total 2,695 1,168 3,863 

Source: Tabulated from POWSAR, CSO. 
 

Only 640 of the 2,695 morning commuters ex-Midleton had 
destinations in Cork East or Carrigtohill (both served by the 
proposed line, although including destinations which are not 
convenient to it). Ex-Carrigtohill, 371 of the 1,168 morning 
commuters had destinations in Cork East or Midleton. While the 
development plans for Cork envisage large population growth rates 
in both of these areas, it cannot be presumed that most of them will 
have work destinations convenient to the proposed fixed-line rail 
investment. The percentage who are in the ‘no-car-available’ 
category is already low, and declining. 

The consultants Faber Maunsell, in their evaluation of the Cork 
Suburban Rail project, opted for an Option described as 3b, which 
would involve the Midleton extension, new stations and higher 
frequencies. The next table shows the traffic projections on which 
Faber Maunsell based their cost-benefit calculations. 
Table A2.3: Actual and Projected Traffic Flows, Cork Suburban 
Year Cork-Cobh Cork-Mallow Total 
Actual 1997 440,000 na na     
Actual 2001 447,000 139,000 586,000 
‘Baseline’ 2006 na na 1,243,000 
Forecast 3b 2006 na na 3,180,000 
Forecast 3b 2020 na na 7,200,000 

 
The Baseline 2006 forecast assumed no service improvements as 

against 2001. Such improvements have in reality occurred. The 3b 
forecasts assume the completion of the capital works and rolling-
stock acquisition as outlined in the report. 
We believe that these traffic forecasts are demanding. It would be 
advisable to check them against: 

• Actual traffic performance in 2006, bearing in mind the 
service improvements that have occurred, and 

• The commuting and place-of-work patterns which will be 
revealed from the 2006 Census. These POWSAR data will, 
we understand, become available before the end of the 
calendar year 2006.   
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APPENDIX 3: 
SUPPLEMENTARY 
INFORMATION ON 
PUBLIC INTERVENTIONS 
AND SUPPORTS IN THE 
HOUSING MARKET 

Table A3.1 brings together all of the various schemes and 
interventions, which are targeted at a broad range of housing needs 
not met by market provision. The classification uses the five 
measures, which make up the Housing Priority in the Economic and 
Social Infrastructure Operational Programme (ESIOP). It also 
includes schemes not included in the ESIOP to show the full extent 
of State housing support for those on low incomes. The asylum 
seekers accommodation scheme provided for in the NDP, which is 
funded out of current expenditure from the Department of Justice, 
Equality and Law Reform, is included as Measure 6. 

A brief summary of the various public interventions and 
supports in the housing market follows Table A3.1. The physical 
output and expenditure provisions for each measure are set out in 
Tables A3.2 and A3.3. 

MEASURE 1: LOCAL AUTHORITY HOUSING MEASURE 

The bulk of the capital investment in 2005, almost 50 per cent 
represented investment in local authority housing. This measure 
covers the construction and acquisition of local authority housing 
units and is funded directly through capital grants from the 
Exchequer augmented by the local authorities internal housing 
capital receipts, mainly from the proceeds of tenant purchase 
schemes in the past.  
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Table A3.1: The Range of Public Interventions and Supports in the Housing Market 

Measure 1: Local Authority Housing 
Construction and acquisition of local authority dwellings. 
Supplementary Welfare Allowance Rent Supplement and Rental Accommodation Scheme (since July 2004) (+) 
 

Measure 2: Voluntary Housing 
Voluntary housing bodies provide housing for rent through Capital Assistance/Capital Loan and Subsidy 
Schemes, 
which include social housing under Part V schemes.  
Communal Facilities in voluntary housing. 
 

Measure 3: Improving Access – Affordable Housing 
Low cost sites to households approved for local authority or social housing. 
Mortgage Allowance Scheme to ease transition from rent to mortgage. 
Tenant Purchase Scheme. 
Local authority loans for households purchasing under the following schemes:  
 – Shared Ownership 
 – 1999 Affordable Housing Scheme 
Affordable Housing under 2000 to 2004 Planning and Development Acts – Part V Schemes. 
Affordable Housing Initiative under Sustaining Progress. 
 

Measure 4: Housing Stock Improvements 
Local Authority maintenance and management of housing stock. 
Regeneration Schemes. 
A central heating installation programme for the 30 per cent of the LA stock without CH (since 2004). 
Disabled Person’s Grant. 
Essential Repairs Grant for elderly people living in poor housing conditions. 
 

Measure 5: Accommodation for Groups with Special Needs 
Provision of traveller accommodation. 
Accommodation services for homeless people (+) 
 

Measure 6: Asylum Seekers Accommodation (+). 
Note: (+) funded out of current expenditure. 

MEASURE 2: VOLUNTARY HOUSING 

This measure provides social rented accommodation under two 
separate schemes: the Capital Assistance Scheme and the Capital and 
Loan Subsidy Scheme. This accommodation is provided by 
voluntary housing bodies for low-income households and those with 
special housing needs, such as the elderly, people with disabilities, 
the homeless and returning emigrants.  

MEASURE 3: AFFORDABLE HOUSING FOR LOWER 
INCOME HOUSEHOLDS 

The second largest funding provision (23 per cent of total) is 
provided to assist lower-income households meeting certain income 
eligibility criteria to acquire their own homes. The main schemes 
originally covered by this measure were the Shared Ownership 
Scheme and the 1999 Affordable Housing Scheme. Following the 
introduction of a number of new affordable housing schemes since 
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the last NDP this measure will now also have to include any 
expenditure required to facilitate the following schemes: 

• Affordable Housing under 2000 to 2004 Planning and 
Development Acts – Part V Scheme. 

• Affordable Housing Initiative under Sustaining Progress. 
 

There are other measures which assist people acquire their own 
home such as the Mortgage Allowance Scheme, Local Authority 
House Purchase and Improvement loans, Local Authority low cost 
housing sites and the tenant purchase scheme. Subsidies for 
qualifying households that reduce mortgage or rent payments are 
recouped to local authorities by the DoEHLG. 

The vast majority of funding for affordable housing is in the 
form of non-voted loan finance made available by the Housing 
Finance Agency (HFA) to local authorities for lending on to 
borrowers purchasing under the above schemes. According to the 
estimated outturn in 2005, some €277 million was given out in loans 
from local authorities last year. The total loan finance available from 
the HFA in 2006 is €450 million. A number of lending institutions 
started to offer mortgage finance for affordable housing applicants 
in 2005, thereby potentially reducing the demands on the Housing 
Finance Agency. Other institutions are expected to follow. 

MEASURE 4: HOUSING STOCK IMPROVEMENTS 

Funding under this measure goes towards the conservation and 
improvement of the local authority housing stock and privately 
owned housing estates with particular emphasis on those most in 
need, including the disabled and the elderly. It includes the 
operation of the Disabled Persons and Essential Repairs Grant 
Schemes plus the Special Housing Aid for the Elderly. There has 
been significant increase in investment in the refurbishment and 
redevelopment of the existing local authority stock due to the 
inclusion of schemes like the regeneration of Ballymun.  

MEASURE 5: ACCOMMODATION FOR GROUPS WITH 
SPECIAL NEEDS 

The objectives of this measure are to ensure that the housing needs 
for the homeless and travellers are met in a manner appropriate to 
their needs. The PCP provides for a capital provision of €45 million 
for travellers. There is a separate current expenditure provision of 
€50 million for the homeless.  
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Table A3.2: Physical Indicators of Progress 2000-2005 

 2000 2001 2002 2003 2004 2005e 
Cumulative 
2000-2005e 

Local Authority Housing        
Completions (including 
 regeneration units) 2,204 3,622 4,403 4,516 3,539 4,209 22,493  
Part V Acquisitions 0 0 0 75 135 203 413  
Other Acquisitions 1,003 1,400 671 381 836 715 5,006 
Voluntary & Co-operative Housing 

(1) 951 1,253 1,360 1,617 1,607 1,350 8,138  
Improvement Works in Lieu of Re-

housing 123 108 164 151 140 121 807  
Extensions to LA Houses 153 187 199 203 178 194 1,114  
Casual Vacancies (2) 2,854 3,004 3,122 3,795 3,445 3,500 19,720  
        
Total Social Rented Provision 7,288 9,574 9,919 10,738 9,880 10,292 57,691  
Affordable Housing 1,369 2,015 2,802 2,839 2,265 2,756 14,046  
of which        
Shared Ownership 1,190 1,611 1,686 998 798 730 7,013  
Mortgage Allowance 93 132 188 229 233 207 1,082  
1999 Affordable Housing 86 272 882 1,524 860 857 4,481  
Part V Affordable Acquisitions 0 0 46 88 374 962 1,470  
        
Total Social and Affordable 

Provision 8,657 11,589 12,721 13,577 12,145 13,048 71,737  
        
Sales under Tenant Purchase 

Scheme 1,844 1,411 1195 1,567 1652 1,738 9,407  
Number of Sites Sold 98 188 141 112 87 124 750  

     
Groups with Special Housing 

Needs:     
Traveller Specific Units Provided  176 187 214 228 193 na  
Traveller Families removed from 

roadside 114 76 78 151 187 na  
(1) Including social housing units acquired under Part V. 
(2) Houses available for rent from existing stock. 
Figures for other acquisitions and regeneration in 2005 are DKM estimates. 

A breakdown of the capital investment under each measure is set 
out in Table A3.3. There is also current expenditure of 
approximately €164 million in 2005,124 which includes a €74 million 
provision for asylum seekers accommodation from the Department 
of Justice, Equality and Law Reform.   

 
 
 
 
 
 
 

 
124 Source: Revised Estimates for Public Service, Department of Finance, 2006, 
Appendix 3. 
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Table A3.3: Public Capital Investment in Housing Priority (*) 

  2000 2001 2002 2003 2004 2005 2006e 
Average
Annual  

      (2006 PCP) 
%  

Change 
Measure:        
1. Local Authority 

Housing 420 671 792 695 704 805 875 +13.9 
         

2. Voluntary Housing 100 145 179 213 185 168 246 +11.0 
Capital Assistance 

Scheme 32 55 78 96 87 81 108 +20.3 
Capital Loan and 

Subsidy Scheme 67 89 100 115 96 86 135 +5.1 
Communal Facilities in 

Voluntary Housing 1 2 1 2 2 2 2 8.8 
         

3. Improving Access to 
Affordable Housing 186 247 361 495 347 291 508 +9.4 

Site Subsidy 5 6 21 28 18 13 28 +22.5 
Mortgage Allowance 1 1 1 2 2 3 3 +20.9 
Local Authority Housing 

Loans 181 240 339 465 327 276 478 +8.9 
         

4. Housing Stock 
Improvements 153 210 256 272 253 243 281 +9.8 

Regeneration/Remedial 
Works 81 125 159 163 173 188 211 +18.5 

Private Housing Grants 
and Subsidies 59 70 80 93 60 40 48 -7.8 

Other Housing (e.g. 
Special Aid for the 
Elderly) 13 15 17 16 19 16 21 +4.9 

         
5. Groups with Special 

Needs 15 24 27 29 36 37 47 +19.9 
Provision of Traveller's 

Accommodation 15 24 27 29 36 37 45 +19.6 
Childcare Facilities 0 0 0 0 0 0 2  

         
Total Capital 

Investment in 
Housing 874 1,296 1,614 1,704 1,524 1,546 1,957 +12.1 

of which investment in         
Local Authority & Social 

Housing 621 972 1,178 1,130 1,118 1,214 1,409 +14.3 
(*)Based on grouping the PCP measures into the five broad measures which make up the Housing Priority. 
Source: Public Capital Programme, 2006 Department of Finance. 
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APPENDIX 4: EARLY 
SCHOOL LEAVING: 
IMPLICATIONS FOR 
POLICY DEVELOPMENT 

The 1980s and early 1990s showed a rapid increase in the 
proportion of young people staying on in school to Leaving 
Certificate level. However, recent evidence has indicated senior cycle 
completion rates have remained relatively stable since the late 1990s 
in spite of a range of policy interventions designed to prevent early 
school leaving (Gorby et al., 2006; Department of Education and 
Science, 2005a). This paper explores the prevalence of early school 
leaving along with its causes and consequences. It places Ireland in 
comparative perspective, highlighting policy interventions which 
have sought to prevent early school leaving in Ireland and 
internationally. 

A4.1 
Prevalence of 
Early School 

Leaving 

Figure A4.1: Prevalence of Early School Leaving 
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Note: Data refer to ‘initial’ school leavers only, that is, those who left school at or 
before the age of 21. 
 

Using annual school leavers’ data, two groups of leavers can be 
distinguished: those who left school before the Leaving Certificate 
(including both the ‘no qualifications’ and ‘Junior Certificate’) group, 
and those who left school before the Leaving Certificate but went 
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on to take an apprenticeship. Figure 1 indicates trends in the 
prevalence of both groups by gender. Between 1983 and 1993, there 
was a rapid decline in the proportion of young women and men 
leaving school before the Leaving Certificate. Female rates of early 
school leaving stabilise thereafter. However, male rates contribute to 
decline, especially when apprentices are excluded from the early 
school leaver group.125 From the late 1990s, therefore, 
apprenticeship has come to play an important role in upgrading the 
qualifications of young men and reducing the gender gap in rates of 
early school leaving.  

 
 Patterns of early school leaving are strongly related to social 

background; 40 per cent of young people from unemployed 
backgrounds and almost a fifth of those from working-class 
backgrounds leave school before the Leaving Certificate compared 
with a tenth of those from professional and employer/manager 
households (School Leavers’ Survey, 2004). There is also marked 
variation by parental education with higher levels of school drop-out 
among those whose parents have primary education only (McCoy et 
al., forthcoming; Eivers et al., 2000). As might be expected, early 
school leaving is also significantly related to educational 
(under)performance. These students tend to have lower 
reading/numeracy test scores and Junior Certificate exam grades 
than those who stay on to Leaving Certificate level (McCoy et al., 
forthcoming).  

A4.2 
Causes of 

Early School 
Leaving 

When asked about the main reason for leaving school early, 
young people tend to cite school-related factors; 39 per cent did so 
with 23 per cent citing economic or work factors (Gorby et al., 
2006). Early school leavers tend to have more negative attitudes to 
school, being less likely to see their school life as happy and more 
dissatisfied with their teachers (McCoy et al., forthcoming; Eivers et 
al., 2000). Rates of early school leaving are found to vary 
significantly across schools, even taking into account between-
school differences in student intake (Smyth, 1999; Department of 
Education and Science, 2005a). Drop-out rates tend to be higher in 
working-class or designated disadvantaged schools and are related to 
school climate, being lower where there is more positive interaction 
between teachers and students (McCoy et al., forthcoming; 
Department of Education and Science, 2005a).  

Early school leaving tends to be preceded by a period of 
recurring absenteeism (Smyth, 1999; McCoy et al., forthcoming), a 
pattern which can go back as far as primary school level (Eivers et 
al., 2000). It is also signalled by student misbehaviour at school, with 
a higher incidence of suspension and expulsion among early school 
leavers (Eivers et al., 2000).  

 
 

 

125 Apprenticeship participation has no impact on female rates of early school 
leaving due to the very small number of women involved.  
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 Educational attainment is strongly predictive of labour market 
outcomes, both in the initial labour market transition and in adult 
life. Early school leavers are much more likely to be unemployed, 
with unemployment levels particularly marked for those who left 
school without any qualifications whatsoever; over two-thirds of the 
no qualifications group are unemployed two years after leaving 
schools, compared with 29 per cent of Junior Certificate and 15 per 
cent of Leaving Certificate leavers (Gorby et al., 2006). Where early 
school leavers access employment, they are disproportionately 
employed in manual jobs and have lower pay levels (Gorby et al., 
2006). Such disadvantages persist into adult life with lower 
employment levels, lower quality jobs, lower earnings and higher 
poverty rates among those with lower levels of educational 
qualifications (Layte et al., 2001, 2003; Denny et al., 2000; Smyth and 
Byrne, 2004). While systematic data on crime and educational 
attainment are not available, evidence indicates very low levels of 
educational attainment among those serving prison sentences 
(O’Mahony, 1997). 

A4.3 
Consequences 

of Early School 
Leaving 

As a result of its impact on life-chances, early school leaving has 
social costs in terms of welfare payments, crime, health and so on, as 
well as consequences for social cohesion. Morgenroth (1999) 
estimated potential cost savings of over €14 million (1999 figures) 
from reducing the level of early school leaving. This estimate does 
not include health and housing costs which would add to the 
potential savings.  

 
 Figure A4.2 indicates the rate of early school leaving in Ireland in 

2004 compared to other European countries (the EU-15 along with 
Norway). The definition of early school leaving is somewhat 
different from that discussed in the first section, referring to the 
percentage of the population aged 18-24 years with at most lower 
secondary education and not in further education or training. Ireland 
appears around the middle of the distribution. Two groups of 
countries appear to have significantly lower levels of early school 
leaving than Ireland: the Nordic countries (Norway, Sweden and 
Finland) and the dual system countries (Austria, Denmark and 
Germany.126) In Ireland, the disparity between male and female 
levels of early school leaving is quite high with male rates 1.7 times 
higher than female rates; this is exceeded only in Denmark and 
Belgium, countries with very different educational systems from the 
Irish one.  

A4.4 
Ireland in 

Comparative 
Perspective 

There is some relationship between levels of per-student 
expenditure and early school leaving. Spending levels at primary and 
post-primary level are particularly high in Denmark, Norway, 
Sweden and Austria (OECD, 2005a), all countries with relatively low 
levels of early school leaving. However, spending patterns tell only 
part of the story since expenditure levels for the primary sector are 

126 It should be noted that rates of early school leaving are lower for males in 
Germany than Ireland but higher for females.  
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also high in Luxembourg and Italy, which have relatively high early 
school leaving rates. 
Figure A4.2: Prevalence of Early School Leaving Across European 

Countries, 2004 
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There is some relationship between levels of per-student 
expenditure and early school leaving. Spending levels at primary and 
post-primary level are particularly high in Denmark, Norway, 
Sweden and Austria (OECD, 2005a), all countries with relatively low 
levels of early school leaving. However, spending patterns tell only 
part of the story since expenditure levels for the primary sector are 
also high in Luxembourg and Italy, which have relatively high early 
school leaving rates.  

The explanation for cross-national variation appears to relate 
more to the nature of the educational system. Among countries with 
lower rates of early school leaving than Ireland, two models can be 
found: the ‘Nordic’ model and the ‘dual systems’ model. The Nordic 
model (found in Norway, Sweden and Finland) involves a 
comprehensive system with all students taking the same pathway, at 
least until the end of compulsory schooling. Underpinned by a 
strong policy commitment to equity, this policy results in smaller 
differences between social groups and schools in educational 
outcomes. Cross-nationally standardised tests such as PISA have 
indicated relatively high levels of overall performance, but a narrow 
range of variation in scores, within these countries (OECD, 2005b). 
The ‘dual systems’ model (prevalent in Germany, Austria and 
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Denmark127) involves a rigid differentiation into academic and 
vocational tracks, the latter usually combining in-school education 
and on-the-job training. This model provides a route to achievement 
for less academically-oriented students, though it has been linked to 
more restricted career pathways in the longer term (Gangl et al., 
2003). 

It is clear that both sets of countries achieve higher levels of 
school retention through very different routes: one by emphasising 
the inclusion of all students into a comprehensive system, the other 
by providing a vocational track for students who might otherwise 
have been at risk of drop-out. A number of alternative policy 
interventions have been devised to counter early school leaving 
(either directly or indirectly) across a range of other educational 
systems. For the purposes of this paper, I will focus on three sets of 
interventions: early childhood education, measures designed to 
promote learning and achievement, and financial subsidies.  

 
 The use of early childhood education to counter educational 

disadvantage has its origins in the United States in the 1960s as part 
of the ‘war on poverty’. One of these interventions, the High/Scope 
Perry Pre-school Program, involved structured (but child-initiated) 
learning activities along with weekly home visits by teachers. 
Children who had participated in the programme had higher school 
achievements over the ages of 7 to 14 years. Furthermore, benefits 
from participation persisted into adulthood, with a higher rate of 
high school graduation, higher earnings, a lower take-up of welfare 
and a lower crime rate (Wortman, 1995; Weikart, 1996; Gomby 
1995). Other inventions, such as the Child-Parent Centers in 
Chicago, have indicated lower rates of early school leaving among 
participants along with lower crime rates (Reynolds, Wolfe, 1997; 
Bryant and Maxwell, 1996). In general, the positive effects of early 
childhood education are found to increase with length of time in, 
and earlier entry to, the programme (Barnett, 1995); the benefits of 
high quality preschool education are particularly evident for 
disadvantaged and minority groups.  

A4.5 
Early 

Childhood 
Education 

 
 A second set of interventions have focused on indirectly 
countering early school leaving by boosting student performance 
through smaller class sizes and/or initiatives to promote literacy and 
numeracy. The impact of class size on student performance has 
been subject to much debate, in part because of the difficulty in 
disentangling size from class allocation policies (e.g. less 
academically able students may be allocated to smaller groups). 
Insights are available, however, from one study in which students 
were randomly assigned to smaller or regular classes. Project STAR 

A4.6 
Addressing 

Academic 
Under-

achievement 

127 In many ways, the Danish system combines elements of the two models with a 
general track to the end of compulsory schooling and a high degree of 
differentiation thereafter.  
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in Tennessee was an experimental intervention to explore the impact 
of reduced class size (13-17 students) in the early years of primary 
education. Students in small classes significantly outperformed those 
in larger classes (22-25 students), an advantage that persisted to the 
age of 15 years; additional benefits were apparent for those who 
started in small classes at an earlier age and stayed in small classes 
for a sustained period (Finn et al., 2001). Students who had been in 
the smaller classes were less likely to drop out of high school than 
other students. Among the control group, 76 per cent graduated 
from high school compared with 88 per cent of those who had been 
in small classes for four or more years (Finn et al., 2005); the biggest 
difference was evident for the more disadvantaged students.  

The Success for All programme originated in the US but has 
been adapted for use in schools in other countries. The programme 
involves intensive reading activities for early grades within schools 
serving disadvantaged communities along with a strong emphasis on 
liaison with parents. Significant and substantive positive effects were 
found for every measure of reading performance across five grades 
of students. The most positive effects were found in schools which 
implemented the programme comprehensively over a number of 
years (Slavin and Madden, 1999). Benefits persisted in the longer 
term; by the age of 14 years, the participants had better achievement 
outcomes and lower grade retention (Borman et al., 2002). The 
evaluations did not explicitly focus on the impact on longer term 
behaviour, such as high school graduation; however, it might be 
expected that the reduction in underperformance, especially among 
initially lower ability groups, would have at least an indirect impact 
on this outcome.  

FINANCIAL SUBSIDIES 

The provision of financial support may be seen as one way of 
discouraging students from dropping out of school. One such 
initiative in England, the Educational Maintenance Allowance 
(EMA), involves a means-tested weekly payment (Stg. £30-40) to 
16-18 year olds in full-time post-compulsory education in selected 
pilot areas; the initiative has been extended to a national basis since 
September 2004. While the initiative is still at an early stage, a 
positive impact on school retention and attendance has been 
reported (Ashworth et al., 2001). Dearden et al. (2005) indicate a 
participation rate 4.5 per cent higher in the first year and 6.4 per cent 
higher in the second year; the impact is found to be stronger for 
young men, those from the lowest income groups and those who 
received the maximum payment.  

This section has examined some interventions to counter early 
school leaving in other national contexts; the following section will 
present an overview of policies adopted in Ireland. 
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 Policies to prevent early school leaving must be seen in the context 
of measures designed to address educational disadvantage more 
generally. These have included: curricular reform; early childhood 
education; specific measures to promote school completion; and the 
targeting of expenditure towards schools serving disadvantaged 
communities. 

A4.7 
Policies to 

Prevent Early 
School Leaving 

in Ireland 

(i) CURRICULAR REFORM 

The period since the mid-1990s has seen the introduction of two 
programmes targeting potentially at-risk students. The Junior 
Certificate School Programme (JSCP) has been “…aimed at those 
young people who show signs of school failure or early leaving”. 
The emphasis is on cross-curricular work, using teamwork among 
teachers, basic skills development and personal and social 
development, along with an individualised record of achievements 
for students. The programme was taken by 3 per cent of the cohort 
in 2004. At senior cycle, a new programme, the Leaving Certificate 
Applied (LCA), was also aimed at students who were not catered for 
by the traditional academic curriculum. The focus of the programme 
is to prepare students for adult life with the curriculum consisting of 
three main elements – general education, vocational education and 
vocational preparation. Students are assessed on the basis of tasks 
rather than examinations. Students who take LCA do not have 
direct access to higher education. The programme was taken by 7 
per cent of the cohort in 2004. The impact of JCSP and LCA has 
not been the subject of systematic evaluation in terms of their net 
impact on educational outcomes among participants. Case-study 
evidence (Gleeson et al., 2002) indicates positive perceptions of LCA 
among both students and teachers but highlights issues around 
selection into the programme and parity of esteem with the Leaving 
Certificate Established. A review of the Junior Certificate School 
Programme by the Inspectorate (Department of Education and 
Science, 2005) indicated the programme is seen positively by school 
staff in terms of its effect on students’ attendance, motivation and 
literacy/numeracy skills. However, the report highlighted some areas 
of concern in relation to the selection of students into the 
programme, curriculum planning and review, and professional 
development support for teachers.  

(ii) EARLY CHILDHOOD EDUCATION 

Levels of early childhood education provision in Ireland are 
relatively low by comparison with other European countries 
(OECD, 2005a). The best known example of an early intervention 
programme in the Irish context is the Rutland Street project. This 
involved a structured, cognitive programme for 3 to 4 year olds over 
a two year period, supplemented with activities to involve parents 
(Holland, 1979). By the end of the programme, participants showed 
an increase in their intelligence scores and an improvement in 
measures of pre-school readiness. There was some ‘fading’ in score 
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levels on transfer to primary school but a gap in favour of 
participants was still evident. This difference did not translate into 
advantages in school performance since the experimental group 
performed no better on an English reading test than the control 
group at the age of eight (Kellaghan, 1977). However, longer-term 
benefits were evident with an improvement in school retention.  
Participants were more than twice as likely as non-participants to 
take the Group Certificate and three times as likely to take the 
Intermediate Certificate. Furthermore, just under one-tenth of the 
participants took the Leaving Certificate compared with none of the 
control group (Kellaghan and Greaney, 1993). 

The Early Start Programme, informed by the Rutland Street 
experience, was introduced to cater for 3-4 year olds in 
disadvantaged areas. The programme covers a very small proportion 
of the overall cohort with just 2 per cent of entrants to Junior 
Infants classes in primary schools transferring from Early Start 
classes (Department of Education and Science, 2005c); €3.6 million 
was allocated to early education in 2004. Evaluation of the first 
cohort of children to take part in the programme indicated no gains 
among participants in cognitive and language behaviour. However, 
primary school teachers were more positive about participants in 
measures of school-readiness, such as ability to concentrate, 
maturity and adaptation to classroom procedures (ERC, 1998). A 
follow-up of children into second class indicated no significant 
differences in literacy and numeracy scores (Kelly and Kellaghan, 
1999). The absence of an effect has been attributed to the lack of 
standardisation of activities between centres and the less intensive 
nature of in-service training in the first year of the project. 
Subsequent research indicated a change over time in the way Early 
Start has been implemented, with more emphasis on language and 
cognitive development along with greater parental involvement 
(Lewis and Archer, 2002, 2003). However, it is not clear yet whether 
these changes have impacted on outcomes among participants.  

MEASURES TO PROMOTE SCHOOL COMPLETION 

These measures have taken two forms: a national agency to address 
student attendance and funding for schools to develop their own 
policies to promote retention. The Educational Welfare Act of 2000 
raised the legal school leaving age to 16 years of age (with a 
requirement to complete three years of junior cycle education) and 
provided a statutory basis for the new National Educational Welfare 
Board (NEWB), a regularisation and development of pre-existing 
school attendance services. The activities of the Board, established 
in 2002, are designed to monitor and promote student attendance 
within the primary and second-level sectors; €6.5 million was 
allocated to NEWB in 2004. The operation of the Board has not 
been evaluated to date. However, this area is likely to be crucial to 
preventing early school leaving since currently one in five second-
level students, and one in ten primary students, miss more than 20 
days of school a year.  
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The School Completion Programme replaced the earlier 8-15 
Year Old Early School Leaver Initiative (ESLI) and the Stay-in-
School Retention initiative. It focuses on young people aged 4-18  
years who are at risk of leaving school early and covers 300 primary 
and 112 second-level schools (with a budget of €23.5 million in 
2004). Selected schools are provided with funds to develop 
appropriate intervention strategies (such as in-school and after-
school supports) to support ‘at risk’ young people. The School 
Completion Programme has not yet been subject to systematic 
evaluation. An evaluation of the 8-15 year old Initiative had 
indicated modest progress in young people’s outcomes (as assessed 
by teachers and group-workers), including academic outcomes, 
attendance and social interaction/behaviour; however, a substantial 
number of young people made little or no gains (Cullen and Walker, 
2000). 

 
 Measures to target additional expenditure at schools serving 

disadvantaged communities cover both primary and second-level 
education. These initiatives (including Breaking the Cycle, the 
Disadvantaged Areas Scheme, and Giving Children an Even Break) 
involve the provision of extra funding per pupil along with 
additional teacher allocation for schools which are designated 
‘disadvantaged’ in terms of their student profile. In 2004, €49.9 
million was allocated across these schemes with a further €15.7 
million allocated to the Home-School-Community-Liaison Scheme, 
designed to increase co-operation between schools, parents and 
community agencies. An evaluation of the Breaking the Cycle 
Scheme indicated that principals and teachers in designated 
disadvantaged schools were relatively positive about the scheme. 
However, there was no evidence of improved reading and maths 
scores among students in these schools and variable results in 
relation to other outcomes (such as student attitudes, attendance and 
behaviour) (Weir, Milis and Ryan, 2002a, 2002b; Weir, 2003). 
Explanations for the lack of a direct impact on student performance 
have been advanced, including the lack of systematic interventions 
to address reading and numeracy as well as the persistence of low 
expectations among teachers, parents and students (Archer and 
Weir, 2004). The direct impact of targeting expenditure on early 
school leaving patterns in schools serving disadvantaged 
communities has not yet been assessed.  

A4.8 
Targeted 

Expenditure 
on 

Disadvantaged 
Schools 

To date, there has been little systematic evaluation of the 
cumulative impact of such policies on educational disadvantage in 
general and on early school leaving in particular. However, a number 
of issues have been raised by commentators (Educational 
Disadvantage Committee, 2005; Educational Disadvantage Forum, 
2003; McCoy and Smyth, 2003). First, it is not clear to what extent 
the schemes cover all ‘disadvantaged’ students; by allocating 
expenditure on a school basis, a number of ‘at risk’ students may be 
excluded from interventions. Second, it is not clear whether the 
scale of additional funding is sufficient to make up for pre-existing 
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resource differentials due to significant differences between schools 
in their socio-economic profile. Evidence from the United States 
indicates that positive discrimination in terms of school funding is 
associated with improved student achievement but the 
improvements are not sufficient to close the achievement gap 
between high- and low-income students (see, for example, Borman 
et al., 1998; Puma et al., 1997).  Third, provision has been criticised 
for fragmentation in terms of agencies, coverage and delivery; in 
particular, the criteria to identify schools has differed across schemes 
and there has been a lack of co-ordination across measures designed 
to achieve similar outcomes. 

In a response to a review of measures to combat educational 
disadvantage, a new scheme, DEIS (Delivering Equality of 
Opportunity in Schools), was launched in 2005. DEIS is designed to 
provide an integrated approach covering pre-school to second-level 
education; it will be phased in over five years and involve additional 
expenditure of €40 million per year on full implementation. A new 
system for identifying schools for targeting is being drawn up; fewer 
schools (640 primary and 200 second level) will be targeted in the 
scheme than in pre-existing measures for schools serving 
disadvantaged communities (though the policy document refers to 
some supports for other schools). Among other dimensions, it is 
expected to include measures to improve literacy and numeracy 
levels and to enhance student attendance and retention (Department 
of Education and Science, 2005c). It is obviously too early to assess 
the potential impact of this new scheme. The integration of 
measures and services is to be welcomed as existing provision had 
been fragmented. The increase in resources to the targeted schools 
may go further to reducing the disparities between less and more 
advantaged students. However, while there is a good rationale for 
providing additional funding for schools with a very high 
concentration of young people from disadvantaged backgrounds,128 
a number of ‘at risk’ students attend other schools so provision 
should take this into account.  

 
 It is difficult to assess the overall effect of interventions designed, 

either directly or indirectly, to reduce the level of early school 
leaving. Overall rates of early school leaving have tended to plateau 
since the late 1990s;129 there has been some continuing reduction in 
the rates for males, largely through post-school apprenticeship 
participation, but rates for females have remained stable. In the face 
of a range of interventions, the rate of early school leaving has 
plateaued rather than declined. It should be acknowledged, however, 

A4.9 
Priorities for 

the Future 

128 The social class mix of the school has a direct impact on school drop-out and 
student performance, over and above the effects of individual social background 
(Smyth 1999; McCoy et al., forthcoming). 
129 It is now acknowledged that the National Anti-Poverty Strategy target of 90 per 
cent leaving at upper secondary level by 2006 will not be met.  
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that these measures had been introduced in a period of rapid 
employment expansion, which is likely to have acted as a ‘pull’ out 
of school for many young people.  

On the basis of international and national evidence, a number of 
factors would appear to be key to improving school retention in the 
future: 

• High quality pre-school education: This has been found to 
have positive long-term benefits for young people 
(especially those from disadvantaged backgrounds) in terms 
of school completion, among other factors. US research has 
indicated the benefits of such provision far outweigh the 
costs. The NESF (2005) has indicated that universal, high-
quality provision for 3 year olds would cost €136 million per 
annum. Alternatively, more targeted provision, focusing on 
children from disadvantaged backgrounds, may be more 
cost-effective.  

• School improvement: Any measures designed to prevent 
early school leaving will be unsuccessful unless they are 
underpinned by improvements at the school level. 
Currently, there is a significant gap in the reading 
performance of students in disadvantaged and non-
disadvantaged schools, a gap that widens over the school 
career (Eivers et al., 2005). Given the strong link between 
underperformance and school drop-out, interventions to 
improve literacy and numeracy are key aspects of preventing 
early school leaving. These interventions should be allied to 
specific learning support for at-risk pupils. Performance is 
not the only issue, however, since school climate (in the 
form of interaction between teachers and students) has a 
significant influence on early school leaving. School 
development planning (through the School Development 
Planning Initiative) should seek to promote a positive 
school climate to underpin specific measures to increase 
retention. Measures to facilitate greater student and parental 
involvement in schools are also likely to enhance student 
engagement and retention. 

In spite of measures to target schools serving disadvantaged 
communities, overall per-student expenditure levels are lower in 
Ireland than in the OECD as a whole at both primary and secondary 
levels (OECD, 2005a). Further efforts to provide additional targeted 
resources early on in young people’s schooling career are crucial in 
order to prevent later problems. 
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